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ABSTRACT 

Econoi&ics lessons and suggestions on how to organize 
and teach high school economics courses are provided. An overview 
discusses how to organize an economics course, key economic concepts, 
how to choose instructional materials, and how to evaluate students. 
A bibliography of resource materials and addresses of resource 
organizations are also included. The bulk of the guide contains the 
economics lessons. Information provided for each lesson includes time 
required, concepts, objectives, rationale, materials needed, 
procedure, and evaluation procedures. Lessons deal with the following 
topics: scarcity, choices, and decisions; organizing an economy; 
circular f lo,w of economic activity; productivity; supply, and demand; 
equilibrium price and quantity; the allocation of resources. by 
markets; price Ceilings and floors; responsiveness of. quantity 
demanded to price changes; third-party costs and benefits; 
competition; margfinalism; indicators of economic performance; 
economic goals; inflation; the Federal Reserve; fiscal policy; why 
economists disagree; specialization; and foreign currencies. A sample 
outline of a one-semester high school course in economics concludes 
the guide. (RM) 
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Foreword 



Teaching Strategies for High School Economics Courses is one com- 
ponent of the Joint Council on Economic Education's Master Curriculum 
Guide in Economics. The basic publication in ihe volumes that constitute 
the gtiide, A Framework for Teaching the Basic Concepts, presents a con- 
ceptual structure of economics, and provides examples of how that structure 
can be used to analyze economic problems. The other volumes of the guide* 
are directed at specific levels and/or basic subject matter taught in the 
nation's schools. 

The present volume, Teaching Strategies Jor_High School Economics 
Courses, is designed specifically for use by high school teachers- who give a 
course in econoip.ics. This guide will be particularly helpful in the many 
states as well as the local school districts that require students to complete 
a "free-standing" economics course prior to graduation from high school. 

Like allJCEE materials, Teaching Strategies/or High School Economics 
Courses provides a basic outline for a variety of approaches to a Course, for 
the Joint Council believes that flassroom teachers must adapt materials 
and strategies to meet the peirticular needs of their own students and schools. 
Course materials that do' not allow for flexibilily^preclude teachers from 
using tl;jeir own ingenuity and, just as important, hamper them from ad- 
justing courses to meet local needs. Hence, while this guide contains a 
number of teaching units ready for classroom use, individual teachers may 
want to change or adapt the lessons.' Another important feature of the guide 
is that it contains suggested strategies with different means of teaching 
different kinds of students in a variety of settings. 

The Master Curriculum Project has been made possible (]by generous 
Contributions from many dedicated sponsors. We deeply appreciate the con- 
fidence they have thereby expressed in the economic education movement. 
This volume was mainly suported by the generosity of the Shell Companies 
Foundation, Metropolitan Life Foun^^tion, and Exxon U.S.A. 




' Michael A. MacDowell 
P/esident JCEE 
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The Master Curriculum Guide in Economics [MCG) is designed to assist 
school systems with curriculum development in economics for grades K— 
12. It can also be used by individual teachers as a resource to help present 
economics to students, while teacher-educators can use it in workshops 
and other training activities. The MCG includes [l)A Fro mework for Teach- 
ing the Basic Concepts and (2) separate volumes of Teaching Strategies 
that provide detailed classroom-tested lessons illustrating how the basic 
economic concepts can be taught at different grade levels and in different 
courses. " ^ 

The Master Curriculum 'Guide in Economics is a product of the Devel- 
opmental Economic Education Program (DEEP) of the Joint Council. Work- 
ing dociiments, prepared for a 1964—69 DEEP experiment^ in curriculum 
change, contained a list of. economic concepts that ought tp be taught to 
students by the time they finish high school, along with suggestions for 
grade placement of the concepts. The concepts selected were drawn from 
the TasfcForcei?eportoriEcoriomicEducatiorimtheSchooZs( 1961). During 
the 1960s and earty 1970s, literally hundreds of curriculum guides arid 
lesson plans were dev^oped on the basis of DEEP publications, and through 
them, thousands of teachers and students were introduced to economics 
education. 

At the annual meeting of the National Association of Economic Edu- 
cators in 1973, many JCEE council and center directors urged the Joint 
Council to undertake what later became the Master Curriculum Guide proj- 
ect. Subsequently, a committee headed by ^. Lee Hansen, professor of eco- 
nomics at the University of ^isconsin-Madison, developed the Framework 
for Teaching Economics: Basic Concepts, It was published in 1977. A second 
edition of the Framework, which built on experience with the first edition 
and new developments in economics, was published in 1984. ,June V. Gil-- 
liard, director of curriculum and instruction for the Joint Council, con- 
tributed ixnportantly to the design of the Framework, as she also has to the 
Teaching Strategies volumes. 

, Teaching Strategies^Jor High School Economics Courses is the most 
recent of the nine volumes so far published in the Teaching Strategies series. 
The present volume contains suggestions on how to organize and teach high 
school economics courses plus lessons that can complement a variety of 
textbook-oriented syllabi. The lessons can be organized to supplement units 
on economics problems of issues or can be used as core content in courses 
shaped by state mandates. - 

Teaching Strategies for High School Economics Courses was prepared 
by a writing team\inder the. leadership of John S. Morton, director of the 
Center for Economic Education, Governors State University, and economics 
instructor at Homewood-Flossmoor High School, both located in Illinois. We 
are indebted to him and his associates for the imagination and effort they 
put into producing this volume. The Joint Council editorial staff ably pre- 
pared this work for publication. 

' ' " , S. Stowell Symmes * 

Director. DEEP Office 

Coordinator, Master Curriculum Guide Project 
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• Withj increasing frequency^ Americans must ' 
debate and make crucial decisions about our com- 
plex economy. Major social &nd economic •'issues 
are 'discussed in homes, schools, and colleges, as 
well as in Congress, state legislatures, city halls, 
political campaigns, and the new^ media., Never- 
theless, the American public, because of its insuf- 
ficient knowledge of economics, is often confused 
about the nature and causes iaf those issue:^ and * 
has difficulty understanding national debates about - 
therrf.^ 

Economics is a way of thinking about the econ- 
omy by using a set of analytical tools. These tools 
help us understand how the economy operates and 
Wfiat the consequences of various approaches to 
solving economic problems might be. The goal of 
high school economics courses is to teach students 
how to apply the tools of economic an'alysis to the 
personal, community, and national economic is- 
sues students face. The basic economic problem is 
scarcity: the condition that results fromi the im- 
balance^between relatively unlimited wants and the 
relatively limited resources available to satis^ those 
wants. Because scarcity exists, it is necessary to 
make choices and trade-offs among desired uses ^ 
of our limited resources: 

As an economics teacher,^ou also face your 
own scarcity problem. You have limited time, and 
there is so much to teach. The goal of Teaching 
Strategies for High School Economics Courses is 
to help y6u use your scarce time more efficiently. , 

Each section of this overview has a specific pur- 
pose. "Organizing a High School Economics Course" 
contains suggestions on how to use our, sample 
outline for a one-semester high school economics 
course (see Appendix) to shape your own course. 
"Key Concepts for a High School Ek^pnomics Course" 
presents a brief review of the concepts students 
should learn in order to achieve a basic under- 
standing of economics. "Choosing the Textbook" 
and Supplemenyfary Material" contiains guidelines 
for choosing a textbook and locating films, com- 
puter software, instructional acti^^ties, and other 
supplementary material. "Evaluating Studen lS in 
High School Economics Courses" presents prac- 
tical suggestions for systematically assessing your 
students' progress. "Help! A Bi;ief Bibliography and 
Address Book" includes the names ana addresses 
of the organizations from which all the materials 
mentioned in previous sections may be obtained. 



The heart of the guide is the instructional ac- 
tivities. They are designed to complement your 
textbook and classroom lectures and include work- 
sheets, readings, capfe studies, problem-solving ac- 
tivities, simulations, role playing, and the use of 
inquiry. Several of the insti:uctional activities re- 
quire the higher cognitive levels of learning. Most 
take one or two class periods; virtually everything 
^ you need to do each activity successfully is in- 
cluded. . 

I ORGANIZING A HIGH 
SCHOOL ECONOMICS COURSE 

I' ' 

There is' no "best", way to organize a one-se- 
mester course in econornics. The way you organize 
the course depends on your textbook, your teach- 
ing experience, state guidelines and/or mandates, 
your students' intell^^ual abilities, their back- 
ground in economics, and the relative emphasis 
you wish to place on various aspects of economics. 

Before starting the task of planning an eco- 
nomics course,- contact your near^t Center for 
Economic Education. There were some 260 centers 
in operation at colleges and universities through- 
out the United States as this publication was being 
prepared for press. Each center is affiliated with 
its State Council of Economic Education and with 
the national Joint Council on Economic Education 
(JCEE). The centers have most of the resources 
mentioned in this guide, and they can assist you 
in setting up your course. Write to the JCEE if you 
do not Know the location of the nearest center. The 
JCEE's address, as well as information on other 
materials mentioned in this section, appears in 
section V, "Help," which begins on page^ 16. 

Using the Outline 

^ The outline at the back of this publication pro- 
vides one possible way* of organizing a single-se- 
mester course. The units are fairly long because 
we believe it is easier to subdivide an existing unit 
than to combine units. The units are organized 
around the concepts in the Master Curriculum 
Guide iti Economics: A Framework for Teaching 
the Basic Concepts (Joint Council on Economic 
Education, 1984). A list of appropriate lessons in 
Joint Council publications, including this hi^h 

. school Teaching Strategies guide, follows the unit 



description in the outline. The lists give you a choice 
of almost 150 inexpensive activities, all of them 
available from a single source. 

Here is how to get the most from the outline. 

1 . Examine the concepts and content of each \ 
unit aryl, if necessary, modify it to meet your needs. 
Does the time recommended for each major topic 
(designated by roman numerals) represent the em- 
phasis you wish to place on that topic? Do you 
want to subdivide some units into smalter sections 
or i^earrange them in another way? If you are al- 
ready teaching an economics course, does the out- 
line contain some important concepts you have 
been omitting? tOf course, it may make sense to 
skip some of the concepts for the particular course 
you teach.) ' 

2. Review the lessons in this guide, and choose 
the ones you want to use. These activities utilize 
a variety of instructional approaches and assume 
different student backgrounds in economics and 
different levels of ability. Teachers may hot nec- 
essarily use every lesson. 

3. Check the other activities available from the 
jbint Council on Economic Education to see which 
would be useful for your course. For example, ac- 
tivities from Teaching Strategies: Junior High 
School Level (Grades 7-9) maybe appropriate for 
students with lower ability or for courses taught 
in ninth or tenth grade. Because some of these 
activities were designed to be integrated into U.S. 
history, world studies, consumer education, busi- 
ness education, and political science courses, be 
sure to coordinate your curriculum with other 
teachers in order to avoid repetition. Even though 
these lessons are also appropriate for a high school 
economics course, students may have been ex- . 
posed to them already. 

4. Organize your units in a loose-leaf notebook. 
Start with your own revised outline of each unit, 
and place the activities you consider appropriate 
after the outline of each unit. Any activity listed 
applies to at least one of the concepts listed in the 
unit. As soon as you read the activity, the cortcepts 
it dovers and its appropriateness to your course 
will be apparent. Of course, you ai"e riot limited to 
the activities listed here. There are many good ac- 
tivities available from other sources, and some of - 
the sources for these activities are listed in section 
III, "Choosing the Textbook and Supplementary 
Material" (see page 9). 

Customizing the Ecpiwmics 
Course 

There probably will never be a single "model" 
high school economics course that all schools wduld . 



or should adopt. The economics course that is ac- 
tually given depends on the students and on the 
content, organization, empha.sis. and duration of 
' that course. Is it for gifted or underachieving stu- 
dents? Is it for the college-Bound or for those whose 
formal education is ending? Is it foi^urban cr i ura] 
students? Is the course required or elective? What 
are the students' backgrounds in economics.? 

Thus, there are many possibilities. For^e^if&m- 
pie, one school might create an'elective»^two-se- 
mester course for- superior students With the 
* expectation that they will receive advanced place- 
ment college credit.^ Another school might teach a" 
one-semester course in consumer economics for 
potential dropouts. 

The suggested outline represents an eclectic 
approach to economics.' It em pliasizes* decision- 
making and focuses on the economics .helpful to 
the averageperson. It presents the tools of the econ- 
omist to help students analyze economic problems 
in the same manner as economists. It assumes that 
good citizenship presupposes an understanding of 
economics, knowledge about -how the economy 
works, and the ability to assess how well the econ- 
omy performs. You nfay prefer to modify the outline 
to provide a different emphasis. Here are some other 
approaches. * ' 

Consumer economics covers the usual economic 
topics such as decision-making and the mar- - 
r ket system as well as consumer concerns such 
as budgeting one's income, selecting insur- 
ance, obtaining credit, and making purchas- 
irig decisions. Because *it analyzes economic 
life from the perspective of the indiviclilal and 
has a practical, down-to-earth approacR, con- 
sumer economics may be especially interesting 
to high school students.. 

Free-enterprise education focuses ori\the distinc- 
. tive characteristics (private property, freedom 
of contract, competition, the profit motive, 
minimal government regulation) and the 
structure of the private-enterprise system. It 
involves acquainting students with other eco- 

r nomic systems as well as with domestic and 
international challenges to the economy of the 
United States. The goal of the approach is to 
give students the knowledge, attitudes, and 
skills that will help them to preserve and ex- 
tend a private-enterprise system rather than 
give them a set of tools witfi which to examine 
and think about the econonjy. 

Global economics stresses responsible .citizenship 
and participation in our global society. The 
•idea of a "world economy'^ is manifest in the 
growth of multinational corporations,; increas- 




ing world trade, and in the development of in- 
ternational business, pj-ofessionad, scientific, 
and cultural links. Economics with a global 
perspective includes the basic principles, con- 
cepts, and skills faught in otlier approaches, 
but places more emphasis on world trade and 
commercial policy, developing economies, and 
^global economic problems. 

<pitizenship economics is concerned with training 
^ students to participate actively and intelli- 
gently in civic issues that involve questions of 
economics., Students need both economic 
knowledge and critical-thinking skills in order 
to make informed choices on such issues. 

II KEY CONCEPTS FOR A 
HIGH SCHOOL ECONOMICS 
COURSE 

The course outline in the appendix is based on 
concepts that should serve as the foundation for 
high school economics courses. This section pro- 
vides brfef explanations of those concepts and dem- 
onstrates how they can be used in decision-making. 
The explanations rely heavily on the second edition 
of the Master Curriculum Guide in Edbnomics: A 
* Framework for Teaching the Basic Concepts (Joint 
eouncil on Economic Education, 1984) where more 
detailed explanations of many of the concepts may 
be found. Figure 1 is "a table of these concepts. 

The general objective of the high school eco- 
nomics course outlined in the appendix should be 
„ to enable students to use economic concepts in a 
reasoned, careful manner in dealing with the per- 
sonal, community, and national economic issues 
stud<ints confront or will confront. It is helpful to 
use the concepts in a decision-making model. At 
the end of this section are examples of decision- 
making at both the microeconomlc and macroeco- 
nomic levels. Teenage unemployment is the micro 
example; tax indexation is the macro example. 

The Basic Economic Problem — 
Scarcity^ ChoiceSp and 
Opportunity Cost 

All societies have access to a limited quantity 
of resources that can be used to produce goods and 
services with which to satisfy people's wants. More 
specifically, at anyone time each society has a given 
amount bf labor, capital, and natural resources. In 
every society, people's wants for the goods and ser- 
vices produced by these resources seem to be greater 
than what can possibly be produced. This condi- 
tion Is called scarcity, the basic economic problem. 

* i . -■ ■ 
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Figure 1 Basic Economic Concepts 

FUNDAMENTAL ECONOMIC CONCEPTS 

1 Scarcity 

2 Opportunity Cost and Trade-offs 
3- Productivity 

4 Economic Systems 

5 Economic Institutions (|nd Incentives 

6 Exchange, Money, and*^]nterdependence 

MICROECONOMIC CONCEPTS 

7 Markets, and Prices 

8 Supply and Demand 

9 Competition and Market Structure 

10 Income Distribution 

11 Market Failures 

• 12 The Role of Government 

MACROECONOMIC CONCEPTS 

13 Gross National Product 

. 14 Aggregate Supply 

15 Aggregate Demand . 

16 Unemployment ^ , 

17 Inflation and Deflation 

18 Monetary Policy • 

19 Fiscal Policy 

INTERNATIONAL ECONOMIC CONCEPTS 

20 Absolute and Comparative Advantage and Barriers 

to Trade 

21 Balance of Payments and Exchange Rates 

22 International Aspects of Growth, and Stability 

MEASUREMENT CONCEPTS AND METHODS 

Tables 

Charts, and Graphs * 
. Ratios and Percentages 
Percentage Changes ^. ' 
Index Numbers 
Real vs. Nominal Values 
Averages and Distributions Around the Average 

SOURCE: Master Curriculum Guide In Economics: A Framework^ 
for Teaching the Basic. Concepts, 2nd edition (Joint Council on 
Economic Education, 1984), p. 11. 

Because we cannot do or have everything all at 
once, we must make choices. Individuals fre- 
quently confront their scarce resource of time as 
in the following example: 

I cannot use my Friday evening to go to a 
play and to a movie. I have a limited amount 
of time; therefore, I must make a choice. 

Much of economics deals with analyzing how 
and' why individuals, institutions, and societies 
make the choices they dor Every time we make a 
choice, we must give up something. We give up an 
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opportunity to do, keep, or acquire something else. 
Thus, opportunity cost, a key concept in econom- 
ics, is the forgone opportunity of choosing the next 
best alternative. 

If I decide to go to a pl&y and my next best 
choice is going to a movie, I give up the „ 
movie. My opportunity cost is the movie I 
could have seen. 

Economic Systems 

Economic systems institutionalize the manner 
in which people decide^what to produce, how to 
produce, and for whom to produce. Those are the 
basic economic decisions every society must make. 
Different economic systems use different means of 
answeriitg these questions. The U.S. .system relies 
heavily on markets aiong with significant amounts 
of government decision-making to answer the 
questions. The Canadian economy is broadly sim- 
ilar.^Several West European economies rely more 
heavily on government and less on markets. In other 
economies, markets play a very small role; most of 
the economic decisions are made by people In the 
government. Such an economy is called a com- 
mand economy. 

The Soviet Union is an example of a nation 
with a command economy in which most 
major economic decision-making is ccn- 
thdized. Canada's economy is closer to a 
market economy than is the Soviet Union's , 
because most- decision-making in Canada 
takes place ini the market, and is thus not 
centralized. 

Productivity f Exchange, Money , 
and Interdependence 

A goal of almost every economic system is to 
continually become more productive, i.e., more ef- 
ficient. A system thereby uses its relatively limited 
resources in order to satisfy as many wants as pos- 
sible, while also attempting to increase its re- 
sources. More can be produced through 
specialization by individuals, business firms; cit- 
ies, regions,, and countries. But specialization 
means people become more dependent upon one 
another; people must trade the products they pro- 
duce for others they need. The division of labor is 
a particular case of specialization. It refers to the 
process whereby workers perform only a single or 
a very few tasks ^ as when working on an assembly 
line. 

Auto workers assemble a small part of a car, 
but they earn wages, not the gbodn and ser- 
vices they want. They must trade for the 
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goods and services they want with the wages 
they earn. 

Barter is not common in the U.S. economy. 
, Instead, the norm is to trade laboi; for money, using 
the money to buy goods and services. A primary 
purpose for u^ng money is to make exchange eas- 
ier. 

You would find it difficult to trade your 
teaching services for bread, milk, housing, 
and transportation. Your economic life is 
much easier because 3rou are paid in money 
for your services and are able to use this 
money to buy the goods and services 3rou 
want. 

MarketSf Supply and Demandf 
Market Structure, and Income 
Distribution 

Markets are institutional arrangements that 
enable buyers and sellers to exchange goods and 
services. In markets with many buyers and sellers, 
the prices and levels of production are determined 
by the interaction of supply and.demand. Changes 
in technology and in the prices of resources will 
cause changes in supply. Changes in preferences, 
incomes, population, and in the prices of other 
products will cause changes in demand. Changes 
in supply, or demand, or both will cause changes 
in prices, and in the amounts of a good or service' 
produced. 

An increase in demand for health food will 
raise its price, which results in more pro- 
duction of health food, if eveiything else 
remains the same. A change in technology 
that lowers the cost of production will cause 
an increase in supply if evjexything else re- 
mains the same. The increase in supply will 
result in a lower price for the product if 
everything else remains the same. 

Effective competition among buyers and sellers 
in markets results in what economists call an ef- 
ficient allocation of resources. That is. resources 
are used to produce what buyers most want and 
are willing to pay for. Competition thus %rces the 
producer to use resourcies in the fashion that wastes 
them the least. Markets that are not competitive 
can result in inefficient allocation and use of re- 
sources. Prices may be higher and production less 
than would occur with more competition. 

Competition among personal computer 
manitfacturers means that producers at- 
tempt to meet consumer desires at the low- 
est possible cost. If there were only a single 
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producer of personal computers, the pro- 
ducer would not be forced to satisfy con- 
sumers' wants nearly so well. - 

Markets also determine how most of the na- 
tion's income is distributed, In the U.S., wage and 
salary incomes are set by the interaction of the 
supply of and demand for people's labor services. 

Computer programmers receive higher sal- 
aries than unskilled workers because, rel- 
ative to the number of workers available, 
the demand for Ch^ services of computer 
programmers is greater than the demand for 
unskilled workers. 

Government and Market Failures 

In the U.S., we do not rely totally on market 
forces to answer the basic economic questions of 
what to produce, how to produce, and for whom 
to produce. One reason is that a market system 
will provide too little of some goods and services 
cmd too many of others*. 

Some goods and services, like national defense, 
cannot be provided exclusively to those who are 
willing to pay for them, nor withheld from those 
who are not able or willing to pay. Another example 
is the lighting of public streets and roadways. In 
situations of this kind it is impossible to limit the 
benefits of the good or service to an individual buyer. 
Since an individual generally won't buy or supply 
products under such conditions, the government 
either buy^or produces such goods or services. 

The TO vemment provides flood controls be- 
cai|9e the benefits of the service are indi- 
visible and cannot be provided exclusively 
to those who might pay for it or withheld 
from those who rrfuse to pay. 

When market prices do not reflect the total cost 
of production, e.g., in cases in which the produc- 
tion of a gddd or service results in pollution that 
is not prevented or' alleviated, the price is lower 
than it would be and production consequently 
greater than if the costs of averting the effects on 
third parties were included in. the price. In such 
cases the government may restrict, regulate, or tax 
production. ? 

Governments pass laws designed to reduce 
pollution that affects third parties or the 
public environment. These laws force pro- 
ducers and consumers to pay more or all of 
the total real costs of making a product. 

Some goods and services benefit people other 
than those purchasing them. When market prices 
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do not reflect the total benefits of a good or service, 
less will be produced than individuals or society 
want. In many instances, the government will either 
produce such goods and services, or subsidize their 
production in the market. 

Governments subsidize eleme&tary and 
secondary schooling because its benefits to 
society as a whole are deemed to be signif- 
icant. Without the subsidy, the private sec- 
tor owould underallocate resources to 
schooling, since market price determines 
private-sector supply. 

We are not' al\yays satisfied with the income 
distribution that results from the operations of the 
market economy. Governments, tbro^ugh their 
spending and taxing, modify the income distri- 
bution that a free market produces. 

Welfare assistance. Medicaid, food stamps, 
agricultural subsidies, veteran's benefits, 
and progressive income taxes are all ex- 
amples of efforts to modify the income dis- 
tribution. ' 

Governments also participate in the economy 
by establishing laws to assure competition and to 
regulate monopolies in cases where monopoly may 
be more efficient than competition. - 

I' 

Measurements of the Economy 

There are measures to judge the well-being and 
progress of the U.S. economy. Here are a few; Gross 
National Product (GNP) measures the value of the 
economy's total output of final goods and services — 
commonly for a quarter or a calendar year. Changes 
in GNP tell us whether and how fast the economy 
is really growing. Data on employment and un- 
employment show whether we are using our labor 
force effectively. Price indexes measure relative 
changes among particular prices or among groups 
of prices as well as the general price level. Inflation | 
is a persistent rise in the general price level; defla- 
tion is a persistent decline in that level. 

Government Macroeconomic 
Policy 

Characteristically, the .economy goes through 
business cycles, that is, periods of prosperity (rapid 
growth, high employment, and a tendency toward 
inflation) followed by periods of recession (slow or 
negative growth, high unemployment, and a ten- 
dency toward a stable general price level or perhaps 
a minor decline in that level), in turn followed by 
a period of prosperity, and so on. Typically, the 
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government attempts to reduce such instability, , 
but rarefy with complete success. Fm'thermore, 
there is controversy regarding both the type of gov- 
ernment intervention and the degree to which the 
government should intervene. 

Monetarj'^ policy is' the responsibility of the Fed- 
eral Reserve System (the Fed). Monetary policy re- 
fers to the attempt to affect the supply of money, 
and the level of interest rates in the economy in . 
order to heip maintain a sus^tainable rate of eco- 
nomic growth consistent with low unemployment 
and stable prices. Fiscal policy is the use of gov- 
ernment spending and taxing powers to affect the 
level of aggregate supply and demand in the econ- 
omy. . 

In recent decades, at recession took hold, 
fiscal policy moved toward expansion: the 
government started to raise its expenditures 
or lower taxes or did both. Monetary policy 
acted to make the money supply grow,' If 
prosperity took hold, fiscal policy moved to- 
ward contraction: the government started 
to lower the growth of its expenditures or 
raised taxes or did both. Monetary policy 
acted to curb the growth of the money sup- 
ply- V 

Intematipnal Economic Concepts 

The Arnerican economy does not exist in iso- 
lation from the rest of the world. Just as we trade 
among ourselves, we also trade with individuals 
and the businesses in other nations. We trade in- 
ternationally for basic^fy the same reasons as we 
trade among ourselves. The complication is that 
countries use different monetary systems. There- 
fore, when trading goods and services between 
countries, different currencies must be exchanged 
for one another in order to make payments. Alter- 
ations in the exchange rates for currencies can 
have a significant effect on the flow of international 
trade and on domestic economies. 

The concept of comparative advantage explains 
why nations benefit from specialization and from 
trade with each other. However, some specific in- 
dividuals and businesses may be hurt. Because 
foreign competition may cause declines in specific 
businesses and subsequent unemployment, gov- 
ernments frequently try to restrict imports by plac- 
ing tariffs and quotas on them, and try to increase 
exports by subsidizing them. 

Free international trade benefits all Coun- 
tries in the long run, but in the short run, 
some groups are usually harmed more than 
they are benefited. 



Applying Economic 
Understcmding to Specific Issues 

When you teach your students economic con- 
cepts, your most important purpose should be fo 
enable them to use those concepts to understand 
how the economy works, to explore economic prob- 
lems, and to make informed decisions^ A logical,' 
reasoned approach to solving-any problem, whether 
economic or not, can be learned through practice. 
Many of the activities in this guide can provide 
practicje in the use of careful, reasoned analysis... 

There are'five steps in the decision-making pro- 
cess used in this volume. The steps are listed along 
with suggestions about how to teach the process 
to students. 

1. State the problem or isiue. 

Pefore starting an analysis, students must reach 
a clear understanding of the nature of the problem, 
and what must be decided. 

2. Determine the personal or broad social goals 
to be attained. 

With your class, determine what you hope to 
achieve by solving the problem. These goals might 
include' economic freedom, economic efficiency, 
economic equity, economic security, full employ- 
ment, price stability, and economic growth. De- 
pending on the issue, there will be other more 
specific goals. The class will have to determine some 
rough order of priprity for achieving the goals if 
there are more than one. Alternative courses of 
action are evaluated according to how well they 
meet or fulfill these goals. 

Economic goals can also involve personal self- 
interest, which reflects the concern of individuals 
for their own well-being and jpersonal values rather 
than for the broad social goals mentioned above. 
Broad social goals and individual goals may con- 
flict, and the positions people ultimately take on 
some economic issues will be affected by the in- 
dividuals' own self-interest as well as by the weight 
they put on broad social goals. It is important to 
try to separate these two types of goals in order to 
understand why people ultimately reach the deci- 
sions they do on economic issues. 

3. Consider the principal alternative means oC 
achieving the goiids. 

In some cases, there may be just a few alter- 
natives, but in other cases, there will be many. 

4. Select the economic concepts needed to un- 
derstand the problem and use them to ap- 
praise the merits of each alternative. 

Thii^ is the most complicated step in the deci- 
sion-making model. First, you must determine 



which economic concepts are relevant. Next, you 
must use them to appraise each alternative — that 
is. to judge , how well each alternative meets the 
stated goals. This ia often done by constructing a 
grid, as the examples that follow will make clear. 

5: Make a decision. ' 

Decide which alternative- best leads to the at- 
tainment of the most goals or the most important 
goal. 

Applying the Decision-making 
Model 

The Minimum Wage and Teenage Unemploy- 
ment — ^An Issue in Microeconomics Teenagers-S- 
often have difficulty finding summer work as well 
as permanent jobs upon graduation. Teenage un- 
employment is normally higher than adult uneni- 
ployment and increases drastically during economic 
recessions. Proposals have been made (and perhaps 
will be enacted at some time during the period this 
guide is in print) to- lower the minimum wage for 
teenagers during the summer. Here is how to use 
the decision-making model to analyze this situa- 
tion. The discussion is simplified for. purposes of 
illustration. ^ 

1. State the problem or issue. 

Many teenagers cannot find jobs. 

2% Dcitermine the personal or broad social goals 
to be attained. 

Possible goals are high employment for teen- 
agers, high employment .for all others, economic 
equity or fairness (a difficult concept to apply pre- 
cisely), and economic freedom. Other goals could 
be listed. 

3. Consider the principal alternative means of 
achieving the goals. 

Two major policy Qptions are to reduce the min- 
imum wage for teenagers during the summer or to - 
keep the minimum wage for teenagers equal to the 
minimum wage for all others. Other alternatives 
covild be listed. 

4. Select the economic concepts needed to un- 
derstand the problem and use them to ap- 
praise the merits of each alternative. 

(a) The relevant economic concepts are high 
employment, supply and demand, levels of pro- 
ductivity (output per person per hour worked), and 
price floors. Analysis of the alternatives shows.that 
minimum wage laws do not directly affect those 
labor-markets in which the equilibrium wage is 
above the minimum wage. In markets in which 
minimum wage laws hold all wages above the equi- 



librium, all those who are working will have higher 
wages per hour than the equilibrium. However, 
because the wages are higher, on the one hand, 
more people will want jobs, and on the other handi 
employers will demand fewer workers. Thus, min- 
imum wage laws cause some unemployment. 

Lowering minimum wages for teenagers may 
mean lower hourly wages for those teenagers who 
would work for less than the minimum wage. More 
jobs would become availablefor teenagers, and per- 
haps fewer jobs for adults if employers substitute' 
teenagers for adults. • • 

[b] Apprfiise each alternative. Lowering the 
minimum wage for teenagers would'provide more 
employment for teenagers and perhaps less for all 
others. If economic fairness means a wage equal 
to the minimum wage or above, then lowering it 
is not fair. As to economic freedom, government 
interference reduces it; the absence of government 
interference, or less interference, increases eco- 
nomic freedom. A ranking in which a check mark 
[i^] means the goal is reached and a cross ( x ) 
means reaching the goal is hindered might look 
like this: 





GOALS 


ALTERNATIVE 
POLICIES 


Teen- 
age 
Full 
Em- 
ploy- 
ment 


Adult 
Full 
Em- 
ploy- 
ment 


Eco- 
nomic 
Fair- 
ness 


Eco- 
nomic 
Free- 
dom 


Lovyer minimum wage 




X 


X 


*> 


Do not lower mini- • 
* mum wage 


X 




• *> 


X 



5. Make a decision. 

Here is where individuals will legitimately dis- 
agrise.. Let's say the only goal important to a student 
is" to increase teenage employment. Then, that stu- 
dent's policy choice is clearly to lower the minimum 
wage. A student who is more concerned about the 
unemployment among adults and about keeping 
wages at least at the current minimum wage would 
favor maintenance of the minimum wage. 

Should Income Taxes Be Indexed? — ^An Issue 
in Macroeconomics The indexing of income 
taxes was scheduled to star^ with the taxes paid for 
income earned in the year 1985. As this volume 
went to press, it seemed likely that indexing would 
begin. However, whether indexation is delayed or 
put into effect, the issue will be timely so long as 
inflation continues. 



Indexing-taxes means adjusting federal income 
tax brackets so that individuals do not pay a larger 
proportion of their incomes in taxes as a result of 
inflation. Under the progressive income tax, people 
pay higher tax rates when their income rises. For 
example, suppose that the tax rate, after adjust- 
ments and exemptions, is 20 percent on the first 
$20,000 of income and is 30 percent on the next 
$20,000, (the actual tax system is more complex). 
If a family's income doubles from $20,000 to 
$40,000, its income tax will increase from $4,000 
to $10,000 [($20,000 X .20) + ($20,000 x .30) - 
$10,000]. If priciss double during the same period, 
the family's "real" disposable income has actually 
decreased. Here is how it happens. In the begin- 
ning, the family had' $16,000 after taxes ($20,000 
- $4,000). In the second year, its after-tax income 
was $30,000 ($40,000 - $10,000) but prices had 
doubled, giving the family a real after-tax income 
of $15, 000 ($30,000 -4- 2). If lax rates were indexed 
to the amount of inflation, the doubling of prices 
would extend the 20 percent rate from the first 
$20,000 earned to the first $40,000. Then the fam- 
ily's after-tax income would increase from $16,000 
to $32,000. Since prices doubled, the family would 
bejustas.welloffas before: $32,000 -4- 2 - $16,000. 

1. State the problem or issue. 

Inflation, together with a progressive income 
tax system, brings increases in income tax pay- 
ments that cause families to be worse off than be- 
fore even if their pretax incomes keep pace with 
inflation. 

2. Determine the broad social goals to be at- 
tained. 

Economic fairness and an increase in govern- 
ment revenues are two important goals. There are 
others, such as reducing the size of government, 
minimizing taxes, curbing inflation, reducing un- 
employment, and maintaining economic stability. 
In the grid that follows, we will limit ourselves to 
the first two goals. 

3. Consider the principal alternative means of 
achieving the goals. 

First, determine the policy options. The main 
options are to index income taxes, or to keep the 
income tax as it was before 1985. 'Other possible 
options are to expand indexing to capital gains; to 
. use "ad hoe indexing," that is, lower taxes every 
few years to compensate for the effects of inflation; 
and to adopt a proportional tax system. 

4. Select the economic concepts needed to un- 
derstand the nroblem and use them to ap- 
praise the merits of each alternative. 

(a) Relevant economic concepts. Among them 
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are real and nominal income, disposable income, 
price indexes, and automatic .stabilizers.^ 

One alternative is to index income taxes. This 
will mean that individuals whose incomes have in- 
creased only as much as inflation has will not pay 
larger portions of their incomes in taxes simply due 
to the effects of inflation. Thus, these individuals' 
after-tax "real" purchasing power will remain un- 
changed. Indexing taxes also means that govern- 
ment tax receipts will not increase as rapidly as 
they would otherwise. Thus, there might be greater 
pressure to hold'down government expenditures. 
The effectiveness of the automatic stabilizers would 
also be reduiped with indexing. Another alternative 
is not to in4ex income taxes. Without indexing, 
rises in incoiVie during inflation that are less than 
or only as great as the inflation will cause individ- 
uals' income tax payments to rise, and will result 
in a reduction of their "real" incomes after taxes. 
Government receipts will act as an automatic sta- 
bilizer and will rise accordingly. 

. In this discussion, we are restricting ourselves 
to two policy options and two goals. The scope of 
an actual class disfcussion might be significantly 
broadened. \ 

(b) Appraise each alternative. A ranking using • 
check marks and crosses as in the preceding mi- 
croeconomic analysis might look like this: 



POLICY 
ALTERNATIVES 


GOALS 


Economic 
Fairness 


Increase in 
Government 
Revenues 


Index 




X 


Do not index 


X 





5. Make a decision. 

Just as in the case of the 'minimum wage for 
teenagers, it Is at this point where most legitimate 
disagreement occurs. If we restrict ourselves to only 



1 An automatic stabilizer lis) . . . an economic shock absorber 
that helps smooth the swings of incomes and prices \vithout 
constant changes in government policy: Personal and corporate 
income taxes and unemployment insurance are amgng the most 
important automatic stabilizers In the U.S. When business be- 
gins to sag, the government's income tax receipts immediately 
decline by a larger proportion than persdiiai income, and pay- 
ments to the unemployed rise. Thus, consumer buying power 
is strengthened, and recessionary pressures are tempered. So- 
•cial security and farm-aid piOgrams also act as built-in stabi- 
• lizers. In combination,, these stabilizers have been credited with* 
a key role in the prompt reversal of U.S. rccessions since World 
War 11.^ . . . (From The McGraw-Hill Dictionary of Modern Eco- 
nomics: A Handbook oj Terms and Organizations, 2nd ed., 
New York. 1973.) 



18 



two goals, the trade-off is very clear and simple. 
4 Expanding the policy options and goals would make 
the decision-making more difficult. 

Students will learn to analyze problems best 
through practice. With an understanding of the 
basic economic concepts outlined in this overview 
and with sufficient practice, students can be helped 
to become effective decision-makers. 

III CHOOSING THE TEXTBOOK AND 
SUPPLEMENTARY MATERIAL 

The Textbook 

After you have determined the aims and objec- 
tives of your course, it's time to select the text. A 
good textbook provides order for your students and 
serves as an organizing tool for you. 

Evaluating a textbook, is never easy.. In fact, 
selecting a text is atype of decision that lends itself 
to the use of the model for economic decision-mak- 
ing. Here are some suggestions that go beyond eval- 
uating a text's visual appeal and that should help 
you increase your chances of making a good choice. 

1. DOES THE TEXT COVER THE CONCEPTS 
YOU WISH TO TEACH? A good start is to com- 
pare thC'Concepts in A Framework/or Teaching the 
Basic Concepts ^^ *th the content of the text. Figure 
2 provides a shortcut method. The basic Frame: 
work concepts are listed in the first column, and 
you can write the chapter titles as heads for the 
remaining columns. After you have checked the ap- 
propriate box for each concept covered in a chapter,, 

^ you can determine which concepts are stressed, and 
which are lightly covered or omitted entirely. 

Equally important, however, is finding out 
whether the concepts are used correctly. Are the 
definitions or explanations pf the concepts cpn- 
sistent with those in the Framework or other au- 
thoritative sources? Do the examples and illus- 
trations relate to the generalizations? Do biases 
distort the presentation? You might be able to an- 
swer such questions by closely examining selected 
chapters!^ \ 

2. WHAT LEARNING STRATEGIES DOES 
THE TEXT EMPLOY? Texts seldom rely on a 
single approach to teaching. You should feel com- 
fortable with the pedagogical mix in yours. Here are 
capsule descriptions of two types of learning strat- 
egy, one didactic and the other based on inquiry. 

Didactic texts first preview information, th6n 
they describe it, and then they summarize it. Stu- 
dents aren't asked to do much with the ideas. This 
approach often covers the basics, but teachers must 
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add their own activities if they wish to teach at 
higher cognitive levels. 

In texts that concentrate more on inquiry, ques- 
tions in each chapter feature discussions, group 
activities, and individual projects'. The activities, 
friequently involve making policy decisions and 
highlight value conflicts. 

3., WHICH APPROACHES TO ECONOMICS 
DOES THE TEXT EMPHASIZE? Some of^he 
approaches to teaching economics were brieflyjfe<^ 
scribed ahove in "Organizing a High School Eco- 
nomics Gaurse." . The consumer or perso^ial 
economics 'approaeh^assumes students need to 
learn personal economics^killsjo function as con- 
sumers, employees, and family managers. Citizen- 
ship economics regards knowledge about the force.s,_ 
mechanisms, and institutions that govern use of 
society's resources as essential to good citizenship. 
Free-enterprise educatipn concentrates on the vir- 
tues of the free-isnterprise system. Economics from 
a global perspective e'niphasizes world interde- 
pendence. 

Your text should emphasize the approach or 
combination of approaches you prefer. Most courses 
just labeled "economics" are geared to the citizen- 
ship approach. Courses for middle- and higher- 
ability students should also delvjg into the economic 
analysis prej^ented with greater formality or com- 
plexity in the more rigorous texts used in college 
introductory courses. 

4. IS THE SUPPLEMENTARY MATERIAL 
USEFUL? The teacher's guide for the textbook 
should give useful suggestions and provide lists of 
additional resources. The tests should not ignore 
measurement of higher cognitive levels. Workbook 
exercises should require,more than memorization, 
drill, and regurgitation of facts, and should stress 
an economic way df thinking. 

5. WILL THE TEXT APPEAL TO STUDENTS; 
WILL THEY UNDERSTAND IT? The layout 
should create interest. A text should- have appro- 
priate photographs and illustrations. Students 
should want to read their textbook. 

They must also be able to read their textbooks. 
Many teachers and administrators check the read- 
ability of texts with a formula. These formulas are 
based mostly on sentence length and the number 
of syllables per^hundred words. Some formulas dif- 
ferentiatejxftween "familiar" and "unfamiliar" 
words. Campbell McConnell, in an article evaluat- 
ing college economics texts, states thaf these for- 
mulas are misleading. He points out that "short 
statements can be incomprehensible while long 
statements can be easy to uriderstand by virtue of 
their length." What can be implied in a short sen- 
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FIGURE 2 Worksheet for Comparing Textbook Content with Checklist of Important Economic Concepts 
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tence can be explained in a long one. Long sen- 
tences involve greater redundancy and offer more 
clues to their meaning. ^ 

In checking readability, it may pay to take a 
more comprehensive approach. Here are a few 
points described by Judith Irwin and Carol A. Davis 
in an article in the Journal of Reading, They have 
been modified for economics. 

1 Are the assumptions about the students' 
vocabulary knowledge appropriate? ' 

2 Are the assumptions about the students* 

prior knowledge of economics appropriate? 

t> . 

3 Are abstract^ economic concepts accom- 
panied by concrete examples? 

4 Are new economic concepts introduced one 
at a time with sufficient examples of each? 

5 Are the main ideas of paragraphs, chapters, 
and subsections clearly stated? 

6 Does the text avoid irrelevant details? 

7 Does each chapter have a clear, explicit, and 
simple organizational structure? 

8 Does the text provide (^portunities for stu-. 
dents to practice using new words? 

9 Do the end-of-chapter discussion questioris 
go beyond simple recall of facts? 

10 Is the writing style of the text appealing to 
students? 

c 

Films f VideoSf and FUmstrips 

The best source of leads for good audiovisual 
materials is Audiovisual Materials for feaching 
Economics which reviews materials from many 
sources. Each item listed has been evaluated by at 
least two people, and there is a copy of the evalu- 
ation form in case you want to do your own reviews. 
This booklet, which is updated every few years, 
covers materials from kindergarten to adult levels 
and is published by the Joint Council on Economic 
Education. 

The JCEE, the Canadian Foundation on Eco- 
nomic Education (CFEE), and the Agency for In- 
structional Technology (AIT) produced a twelve-part 
instructional television series called Give & Take. 
The series covers important concepts such as; 
scarcity, opportunity cost, derived demand, hu- 
man capital, piublic goods and services, supply and " 
demand, and market structure. Although some of 
the programs are more appropriate for consumer 
economics courses, most could easily be integrated 
into a high school economics course. If you are in 



a state that joined, the consortium that financed 
the series — only seven states did not— you are free 
to copy the tapes and the accompanying instruc- 
tional materials. 

- The JCEE, AIT, and the U.S. In«fernal Revenue 
Service (IRS) have released six programs, available 
in either film or video format, which are designed 
to help students understand how taxation influ- 
ences decisions people make. Tax Whys: Under- 
standing Taxes links issues in taxation to the high 
school curriculum in subjects such as social stud- 
ies, business education, consumer education, and 
ecpnomics. Call your State Department of Educa- 
tion or your nearest Center for Economic Educa- 
tion for further details on both Give& Take and 
Tax Whys, and how to gain access to the tapes and 
collateral print materials. 

Computer Software 

More and more publishers are preparing com- 
puter software for economics courses. As with any 
new product, computer software may promise more 
than it can deliver. A key question to ask before 
purchasing software is whether you can achieve 
the goals of your course significantly better with 
computer-assisted instruction than with more tra- 
ditional materials. A workbook on a screen is poor 
utilization of high technology. 

When you evaluate software, consider such fac-r 
tors as curriculum fit, objectives, economic content 
covered, acciiracy of economic content, reading 
level, student interest, graphics, and clarity of in: 
structions. A good program should* monitor stu- 
dent progress, provide remediation, and use 
positive statements to reinforce student learning. 
Some experts advise buying only programs that are 
a year or more old because new programs often 
contain programming errors. Furthermore, a pro- 
gram should be tested with students, Does it in- 
terest them? Does it really teach, or does it leave 
the. students confused? 

New computer-based learning materials in eco- 
nomics, titled Income-Outcome$, developed by the 
Joint Council on Economic Education, the Ca- 
nadian Foundation on Economic Education, and 
the Agency for Instructional Technology, are sched- 
uled to be released in late 1985. The series, which 
comprises eight units, utilizes highly interactive 
gaming and simulation formats to present such 
key economic ideas as the circular flow mecha- 
nism, the sources of economic growth, the roles of 
investment*and of the government in that growth, 
and the part played by the banking system in chan- 
neling savings into investment. Also covered are 
the effects of monetary and fiscal policy on key eco- 



nomic indicators, e.g., GNP. One unit will be on 
international trade. - ' . 
~ All the activities use economic reasoning and 
decision-making models to help students structure 
their applications of key concepts to specific prob- 
lems. 

\ The computer activities and the accompanying 
print materials for students and teachers have all 
been field tested. Contact the Council and Centers 
for Economic Education and the education de- 
partment in your state for further information. 

Supplementary Material 

The JCEE Checklist catalogs a storehouse of 
materials useful for high school economics courses. 
The lessons in the other Teaching Strategies and 
in the Economics-Political Science Series, com- 
bined with the lessons in this volume, will provide 
you with many classroom activities to propel your 
course beyond textbook activities. (The JCEE ac- 
tivitiea in these publications are listed in the sample 
course outline at the back of this book.) 

. Four of the other Teaching Strategies are par- 
ticularly useful. The strategies guide for Basic 
Business and Consumer Education contains eigh- 
teen instructional activities. Using Economics in 
Social Studies Methods Courses presents econom- 
ics lessons that illustrate the inductive and de- 
ductive approaches to learning concepts as well as 
lessons that illustrate inquiry, skills learning, and 
value analysis. Some of the lessons in each section 
arie suitable to use at the high school level. The 
strategies book for the junior high school level has 
many activities that might be appropriate for high 
school students. This is particularly true if you 
, ^ teach economics in the ninth or tentH grade or have 
lower-abilily students. Consumer Economics con- 
tains seventeen activities designed for high school 
consumer economics courses. The activities stress 
decision-making and the consumer, how a market 
functions, how government actions affect the con- 
sumer, and the interrelationships among govern- 
ment, business, and consumer decisions. 

The JCEE's Economics-Political Science Se- 
ries consists of six resource guides focusing on the 
economic-political analysis of contemporary public 
policies and issues. The subjects covered are tax 
policy, crime control, government regulation, health 
. care policy, growth policies of developing* nations, 
and inflation and its control, o 

The Federal Reserve Banks provide a variety of 
booklets,' films, filmstrips, and videotapes. Write 
your nearest "Fed" for Publia Information Mate- 
rials of the Federal Reserve System, a compre- 
hensive guide to the materials disseminated by all 
the Federal Reserve Banks. 



Statistical Sources 

To keep your course .current, you need the lat- 
est economic statistics. Any published lesson that 
uses economic statistics rapidly becomes dated, 
but if you add the latest statistics on the subject,, 
you can continue to use these lessons with maxi- 
mum effect. 

The handiest comprehensive source of current 
economic data is the EcoRomicjReport of the Pres- 
ident, issued every February. In addition to an as- 
sessment of economic conditions by the President's 
Council of Economic Advisers, the report includes 
an appendix that contains more than 100 tables 
of pertinent statistical data. 

If you desire even more recent data, the blue 
pages of the Survey of . Current Business, issued 
monthly by the U.S. Department of Commerce, are 
a . comprehensive source of recent annual and 
monthly or quarterly data.. The Suruey also pre- 
sents specisfl articles-^and^statistics about such 
-matters as GNP, corpora te^iBflt5T~i«5ieritories, in-, 
ternational trade and the balance of payments, as 
well as information on- regions or states and lo- 
calities, etc. Economic Indicators is a briefer and 
more convenient monthly compilation of impor- 
tant economic statistics. It is issued by the Joint 
Economic Committee of the U.S. Congress and pre- 
X pared by the President's Council of Economic Ad- 
visers. - X 

The Monthly Labor Review, published by tht 
U.S. Bureau of Labor Statistics (BLS), contains 
articles on a variety of labor and economic topics. 
In addition, there are statistics on labor and busi- 
ness conditions including employment, unemploy- 
ment, wages, productivity, producer prices, and 
consumer prices . Your regional office of the Bureau 
of Labor Statistics can also put you on a mailing 
. list to get information on the latest Consumer Price 
Index for the nation and your metropolitan area as 
well as other statistics and information that the^ 
BLS issues. . . 

The Federal Reserve Bulletin features articles 
on a variety of economic^ topics. A separate section 
provides statistics related to the financial as well 
as other sectors of the economy. The Federal Re- 
serve Bank of St. Loufe periodically publishes two 
' compilations: National Economic Trends for data' 
on employment, the unemployment rate, GNP, in- 
dustrial production, and the like, and Monetary 
Trends for data on the nation's money supply, bank 
loans, interest rates, the federal debt, and the fed- 
eral budget. Write to the Federal Reserve Bank of 
. St. Louis to be placed on the mailing list. 

Finally, the Census Bureau publishes the Sta- 
ttsUcal Abstract of the United States: National Data 
Book and Guide to Sources. It is issued annually 
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and contains over a thousand pages of statistics 
and sources of inTormation on the American econ- 
omy. It pJso has some data on foreign economies. 

Free Curriculum Materials and 
Services 

An economics teacher can be overwhelmed by 
offers of free materials and services from banks, 
corporations, government agencies, trade associ- 
ations, and labor unions. Ypu should be concerned 
about using materials advocating a particular point 
of view. However, there are three good reasons why 
you may want to use sponsored resources from 
time to time in your lessons.^ 

In the first place, sponsored instructional ma- 
terials and services ca,n enrich and enliven the 
teaching of economics by adding variety and depth 
to the teaching process. By creating interest, «by 
motivating discussion, and by presenting clashing 
and conflicting points of view forcefully arid mean- 
ingfully, real-life materials make the learning ex- 
perience more stimulating, informative, and 
enjoyable for both students and teachers. 

In the second place, supplementary materials 
may be fresher and usually more timely than text- 
book materials. For example, a local bank can pres- 
ent the effects of a tax increase or djscrease on the 
price level within a matter of weeks. Years may pass 
before information like that finds its way into text- 
books. 

. Finally, the fact that some-sponsored materials 
or services present a^ special, point of view can be 
a blessing in disguise. Materials with a point of 
view can provide opportunities for learning and 
applying the skills of critical thinking, which helps 
meet one of the basic^goals of economic education. 
You should, of course, attempt to balance points 
of view. 

. ' All in all, your biggest problem will not be find- 
ing materials to use in your economics class — it 
wiU be choosing the right ones and devising ways 
to use them best. 



IV EVALUATING STUDENTS 
IN HIGH SCHOOL ECONOMICS 
COURSES ' 

'^A systematic evaluation program will help you 
improve your students' achievement by (a) inform- 
ing them about their progress as the' course pro- 
ceeds and (b) acquiring information that will enable 
you to rriake adjustments in your curriculum and 
teaching strategic^ Moreover, when called upon to. 
be accountable for student learning in your eco- 



nomics course, you vmil be able to back up your 
conclusions with daty^ 

Formative Evaluation 

Formative evaluation refers to- measuring stu- 
dent learning as it occurs. When yqu use formative 
evaluation, you can modify your instruction in or- 
der to improve your students' achievement. 

You can use most of the handouts in Teaching 
Strategie^Jor High School Economics Courses for 
formative evaluation. Most of them require stu- 
dents to answer questions, make judgments; or 
take actions. Although some activities have been 
designated as evaluation activities, you are not lim- 
ited to these. You may decide to use the others for 
discussion, for evaluation, or for both. These hand- 
outs will allow both yoii and the students them- 
selves to monitor their progress. 

Summative Evaluation 

The purpose of summative evaluation is to give 
teachers information that enables them to make a 
general assessment of how well students have 
learned. Teachers use summative evaluation to 
evaluate their students' progress, determine grades, 
and gather research on the effectiveness of the cur- 
riculum. It can be used at the end of a unit, se- 
mester, or course.'' A good summative evaluation 
instrument measures not only how much was 
learned but what kinds of learning, took place. 
Learning can be classified by contenf category and 
by cognitive level. For example, you may want to 
teach the content of supply and demand at the 
cognitive levels of knowledge, comprehension, ap- 
plication, and analysis. According to Bloom's tax- 
onomy of educational objectives,^ there are six 
cognitive levels, beginning with knowledge andris- 
ing to evaluation. ^ 

The Test of Economic Literacy 

The Test of Economic Literacy (TEL), which is 
available from the Joint Council on Economic Ed- 
ucation, is a nationally normed high school test. 
It covers the concepts in the 1977 edition of A 
Framework/or Teaching the Basic Concepts. The 
questions also cover a range of levels in Bloom's 
taxonomy. By administering the TEL, you can get 
a goqd picture of several aspects of cognitive per- 
formance. ' ' \ 



' 2 Benjamin Bloom. J. Thomas Hastings, and George Madaus. 
Handbook on Formative and Summative Evatuation Oj Stu- 
dent Learning (New York: McGraw-Hill, 1971). 
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1 You will be able to see how well students did 
on the test as a whole. You can compare any in- 
dividual student's performance to that of other stu- 
dents in the class. You can also compare the 
performance of a student or a class with the na- 
tionstl norm. 

'2 You can use the test to diagnose learning 

problems related to a particular content area. 

. V 
3 You will be able to determine a student's level 

of cognitive achievement within content cate- 
gories. For example, a student maybe mastering 
a concept at the knowledge level, bu-t not at the 
application level. 

Teacher-made Tests 

Unless the content specifications of a stan- 
dardized.test such as the TEL are identical to the 
learning objectives of your class, the test may hot 
3erve yqu ^ell4n your evaluation. If you determine 
th at a nationally normed instrument is not suitable 
for your class, your alternative is to prepare your 
Own test. 

If you>decide to prepare your own test to mea- 
sure cognitive outcomes, the design features of the 
TEI^ttiUl give you a good guide as to how you should 
proceed. • 

\ 1. You should carefully list the various content 
cme^ofies you will be teaching. If you have good 
leiarning objectives already prepared, this should 
be an easy task. 

2. For each content category, specify the cog- 
nitive levels you expect the stj^idents to attain. 

3. Estimate the relative weight (time, impor- 
tance) you place on the cognitive and content cat- 
e'gories. For example, if you devote twice a§ much 
time to "opportunity cost" as to "price determina- 
tion," then approximately twice the number of test 
items should be on "opportunity cost" compared 
to "pr*ice determination." 

4. Develop a matrix of test specifications. Fig- 
ure 3 is an example of a worksheet for developing 
such a matrix to evcJuate student progress in ,a 
one-semester economics course. The concept cat- 
egories, from the 1984 edition of the FrameLOorfc, 
are listed in the left-most column of the workslieet. 
The Cognitive levels, from Bloom's taxonomy, ap- 
pear at the top of the remaining columns. Using a 
convenient ranking system (say, a scale of 1 to 5), 
determine the relative emphasis you want to place 
on the different levels of cognitive skill you expect 
students to achieve in each content category. This 
determination will give you a good estimate of the 
total number of questionis you need in each row 
and in each column. You can use a similar work- 



sheet to design tests for each unit of an economics 
course. However, for unit tests, you would not want 
to limit yourself to the Framework concepts. For 
example, for a unit test'on supply and demand, 
rather than using the broad Framework concept' 
of "supply and demand," use narrower concepts 
such as changes in quantity demanded, determi- 
nants of demand, elasticity of demand, equilib- 
rium, surpluses, and shortages. 

5. Write the test items according to your work-'^ 
sheet specifications. There are two principal sources 
of objective questions. You can get them from de- 
partmental files, student worjjbodks, and manuals, 
or you can "write them yourself. The first set of 
sources is preferable since item writing takes time. 
The drawback to getting questions from published 
sources is that you are unlikely to find many ques- 
tion§ that test the Jiigher cognitive levels, i^uthors 
of workbooks and manuals must write hundreds 
of questions in a very short period of time with the 
predictable result that most of the questions turn 
out to be of the recall and comprehension variety. 
After you have selected and/or written your ques- 
tions, 6nter each question number in the appro- 
priate cell (Le., row and column) of the worksheet. 

6. Decide how you want to administer the test. 
You can do a pre- and post-test sequence or just a 
post-test. In general, if instruction time is long, 
sucfi as an entire course or semester, the pre- and 
post- sequence offers a number of advantages. The 
pretest enables you to diagnose the stock of eco- 
nomic knowledge With which your students en- 
tered the course; the post-test enables you to judge 
how much their knowledge Jncreased by the end 
of the course. Of course, a post-test alone can yield 
important and helpfu} information about the con- 
tent and cognitive levels of the students' newly ac- 
quired st\)ck of knowledge. However, if you use data 
from a post-test only, you will have to guess the 
content categories ioi which knowledge improved 
and which instructional strategies caused that im- 
provement. 

Reflections 

When the evaluation is completed, reflect on 
the experience. Was there too much evalulation or 
not enough? Was one aspect of the evaluation plan 
not carefully thought out, and did that weakness 
impair the r esults? How receptive to the data col- 
• lection techniques was everyone involved? And, 
most important, did the evaluation suggest or bring 
about, any moves to improve the course? A thor- 
ough and honestly done evaluation will not only 
help. improve your teaching, but will also lead to 
better evaluation. 
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FIGURE S Specifications for a Final Examinatjon in a One-Semester Course , 
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V HELP!. A BRIEF 
BIBLIOGRAPHY AND ADDRESS 
BOOK 

This bibMography will be updated periodically. Con- 
tact your nearest Center for Economic Education for 
r ev i s ed editions. — . ' 



Books on Methods of Teaching 
Economics 

Banaszak, Ronald A.; and ^Dennis C. Bfennan. Teach- 
ing Economics: ContenLand Strategies, Reading, 
Mass.: Addison-Wesley, 1983. (Combines content, 
methodology,' and model lessons.) 

Ford, Lucille G. Ecorromics.* Learning and Instruction. 
. Cincihilati: *South'«Wes tern, 1982. (A'Combined ^ 
• ^content and methods book- for prospective eco- 
^ nomics teachers.) 

Helburn, Suzanne W., and James E. Davis. Preparing 
ixi Teach Economics: Approaches and Resources. 
Boulder, Colo.: Social Science Education .Consor- 
tium, 1982. (Examines several approaches and ra- 
tionales for teaching economics; has strategies for 
instruction, teaching resources, and a bibliog-^ 
raphy.) ' . ' 

a 

P^dhn, Edward C. Teaching High School Economics, 
4th edition. New York: New York City Council on 
Economic Education, 1981. (A practical guide to 
content and methodology for the high school eco- 
' nomics course.) ^ 

Symmes, S. Stowell, ed. Economic Education: Links ^ 

:.:totherSocial Studies. Washington, D.C.: National 

Council for the Social Studies, 1981. (Advocates 
an inter disciplinary approach to teaching the so- 
, cial studies; emphasizes the contributions of eco- 
nomic education to methodology and provides a 
^bibliography. ) 

Warmke, Roman F., Raymond H. Mueseig, and Steven 
L. Miller. The Study and Teaching of Economics. 
Columbus, Ohio: Merrill, 19801 (Chapter on sug- 
gested methods provides fresh approaches to the 
teaching of economics at all levels.) 

Whitehead, David Jf., ed. Handbook Jor Econorriics 
Teachers. Exeter, N.H.: Educational Books, Inc., 
1979. (A guide to content, methodology, and cur- 
ricula; provides new insights and demonstrates 
that teachers' problems are worldwide; produced 
*by the Economics Association of Great Britain in 
conjunction withi the London University Institute 
of Education.) 



Pliblications of the Joint Council 
on Economic ^Education 

Master Curriculum Guide in Economics 

A Frcunework for Teaching the Basic Concepts, 

1984. 



Teaching Strategies 

Basic Business and Consumer Education. 1979. 
Consumer Economics. 1985. 
' * Junior High School LeveKGrades 7-^9). 1981. 
United States History. 1980. 

Using Economics in Social Studies Methods 
Courses. 1982. 

World Studies. 1980. ^ ^ 

Economics-Political Science; Series: Resource Guides 

Analyzing Crime and Crime Control. 1981. 

Analyzing Government Regulation. 1978. 

Analyzing Growth Policies of Developing Countries. 
.1983. 

• Analyzing Health Care PoliQy. 1977. 

Analyzing Inflation and Its Control 1984. 

Analyzing Tax Policy. 1979., 

Other JCEE Materials 

Audiovisual Materials Jor Teaching Economics, 3rd 
edition. 1980. 

Testo/'EconomicLiteraci/(GradeS'Jll-12). 1979. (Two 
equivalent test forms and a separate examiner's 
manual) ^ 

See also materials described earlier under Films,^ Vid- 
eos, and Filmstrips and Computer Software 



Reference Works and Statisticcd 
Sources 

o 

Board of Governors of the Federal Reserve System. Fed- 
eral Reserve Bulletin. Washingtonr B.C. Monthly. 

Council of Economic Advisers. Economic Report oj the 
President. Washington, D.C. Annual. (Appendix 
provides many important statistics about the eco- 
nomic state of the nation.) 

Economics EncycZopedia. Guilford, Conn.: Dushkin 
Put>lishing, 1981. (Definitions, explanations, and 
discussions of m^jdr theories, important econo- 
mists, institutions.) ^ 

Greenwald, Douglas, ed. The Encyclopedia oJ Econom- 
ics: Nev/^York: McGraw-Hill, 1983. (More tfienl^.OOO 
pages of^aterial explaining ^ 300 suSjects in eco- 
nomics and economic history.? 

Greenwald, Douglas, et al, feds. The McGraw'ttill Dic- 
tionary of Modem Economics, 3rd edition. New Yorl^: 
McGraw-Hill,* 1983. (More tiian 600 pages qf defi- 
nitions, discussions, and terms.) 

Hacker, Andrew. United States: A Statistical Survey qf 
the AmeAcan People. New York: VikiK^, 1983. (Also 
available in paperback from Penguin; contains nearly 
400 pages of information; particularly useful for stu- 
. ^ dents.) » ' * \ ' 
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Johnson, OttoT., ed. Information Please Almanac. New 
York: Information Please Publishers. Annual. (A rel- 
atively inexpensive paperback with about 1 ,000 pages 
of informf'ation, much of which deals with econom- 
ics.) 

Joint Economic' Committee of the U.S. Congress. Eco- 
nomic /ndicaiopsv^ashington, D.C.: U.S. Govern- 
, ment Printing Office. Monthly. 

Lane, Haha, ed. the World Almanac and Book of Facts. 
' New York: iVewspaper Enterprise Associates. An- 
nual. . I 

U.S. Bureau of the Census. Statistical. Abstract of the 
United States. Washington, D.C.: U.S. Government 
' Printing Office. Annual.' 

U.S. Department of Commerce, Bureau of Economic 
Analysis. Survey of Current Business. Washington, 
b.C: U.S. Government Printing Office. Monthly. 

U.S. Department of Labor, B^ureau of Labor Statistics, 
Monthly labor Review. Washington, D.C.: U.S. 
Government Printing Office. Morimly. 

Addresses of Organizations 
Providing Information or Help for 
High School Economics Teachers 

Agency for Instructional Technology 

Box A 

Bloomington, Indiana 47401 
^ 1-800-457-4509 
' ( Write 'fo r, informa tion _QruGLiae^&-Jrafo&-and Tax 

Whys.) 

Eric Clearinghouse'/or Social Studies/Social Science 
Education (Eric/Chess) 

855 Broadway ^ 

Boulder, Colorado 80302 

1-303-492-8434 

(Write for list of free materials. Custom computer 
searches and duplicate printouts of computer 
searches of social studies materials are available.) 

Federal Reserve 

(Write the banks for Instructional Materials oj the 
Federal Reserve System. Each Federal Reserve Bank 
also offers various educational services.) 

Board of Governors of the Federal Reserve System 
. Publications Services - 
20th and C Streets, N.W. ' 
Washington, D.C. 20551 
1-202-452-3244 

Federal Reserve Bank of Boston 
Bank and Public Services Department 
600 Atlantic Avenue 
Boston, Massachusetts 02106 
• 1-617-973-3459 

Federal Reserve Bank of New York 
Public Information Department 
33 Liberty Street 
New^York, New York 10045 
^ 1-212-791-6134 
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Federal Reserve Bank of Philadelphia 
Public Information Department 
10 Independence Mall 
Philadelphia, Pennsylvania 19106 
1-215-574-6115 

i 1 'sderal Reserve Bank of Cleveland 
Public Information Center 
1455 East Sixth Street 
Cleveland, Ohio 44104 
1-216-579-2048 

Federal Reserve Bank of Richmond 
Public Services Department 
701 East Byrd Street 
Richmond, Virginia 23219 
1-^04-643-1250 

Federal Reserve Bank of Atlanta 
Research Department, Publications Unit 
104 Marietta Street, N.W. 
Atlanta, Georgia 30303 
1-404-586-8788 

Federal Reserve Bank of Chicago 
Public Information Center 
230 South LaSalle Street ' 
Chicago, Illinois 60690 
1-312-322-5111!^ 

Federal Reserve Bank of St. Louis 

Bank Relations and Public Information Department 

411 Locust Street 

St. Louis, Missouri 63102 

lr-3 14-444-8320 

Federal Reserve Bank of Minneapolis 
Public Irjformation Department 
250 Marquette Avenue 
Minneapolis, Minnesota 55480 
1-612-34D-2446 

Federal Reserve Bank of Kansas City 

Public Affairs Department 

925 Grand Avenue 

Kansas City, Missouri 64198 

1-816-881-2402 

Federal Reserve Bank of Dallas . 

Department of Communications, Financial, and Com- 
munity Affairs 
400 South Akard Street 
Dallas, Texas 75222 

1-214-651-6222 ^ 

Federal Reserve Bank of ^an Francisco 

Public Information Department 

101 Market Street 

San Francisco, California 94105 

1-415-974-2246 



Joint Council on Economic Education 

2 Park Avenue 

New York, New York 10016 

1-212-685-5499 

^ (Ask for Checklist-ot publications. ) 




U.S. Department of Labor, Bureau of Labor Statistics, 
Regional Offices 

(Ask to be put on mailing list for the Consumer Price 
Index of the U.S. Bureau of Labor Statistics. Other 
information, publications, and services are also 
available.) ' "^""""^ 

' John F. Kennedy Federal Building, Room 1603 
Government Center 
Boston, Massachusetts 02203 
1-617-223-6727 

1515 Broadway 

New York, New York 10036 

1-212-944-3121 

P.O. Box 1339 . " 

Philadelphia, Pennsylvania 19101 
1-215-596-1155 

1371 Peach tree Street, N.E. " 
Atlanta, Georgia 30367 
1-404-881-4416 

230 South Dearborn, 9th Floor 
Chicago. Illinois 60604 
1-312-353-1880 



555 Griffin Square Building 
Dallas, Texas 75202 
1-214-767-6970 

911 Walnut Street 

Kansas City, Missouri 64106 . 

1-816-374-2378 « 

450 Golden Gate Avenue 
Box 36017 

San Francisco, California 94102 
l-415r556-4678 



U.S. (Grovemment Printing Office 

Order Desk 

710 North Capitol Street, N.W. 
Washington, D.C. 20402 

(Write for information on print materials produced 
for sale by various government agencies. Many uni- 
versity and public libraries have the Publications 
Reference File, a microfiche catalog of government 
publications available for sale. There-^re U.S. Gov- 
ernment Printing Office bookstores in major cities.) 
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INTRODUGTION TO THE LESSONS 



The instructional aeti^^ities that follow will add breadth and depth to 
your high school economics course. They provide classroom- tested lessons 
and materials for use by professionally trained teachers. 

Throughout this guide, we stress the importance of covering the con- 
cepts described in the Master CurriculurrPGuide in Economics: A Frame^ 
work for Teaching the Basic Concepts, Figure 4 is a matrix that matches 
the basic economic concepts in the Framework with the instructional ac- 
tivities in this volume. Use the matrix to find lessons on the concepts you 
wish to teach. Because of limitations of space, the matrix includes only the 
major FrameiDor/c concepts. Each lesson, however, also lists the measure- 
mjent concepts and broad social goEiTs mentioned in the Framework. 

Here is a short guide to using the lessons. Each lesson begins with an 
estimate of the time required. That estimate is based on following the rec- 
ommended procedures and completing all activities duringGlass time. Next, 
comes a list of the concepts presented, the instructional objectives of the 
lesson as well as its rationale, and a list of materials needed, if any. The 
"procedure" provides a step-by-step plan for teaching the lesson. Although 
the steps have been developed through use in the classroom, you will want 
to adapt them to suit your own objectives, students, and teaching style., For 
example, you may wish to skip some handouts and use others as homework. 
You may prefer to convert a handout that is recommended as a discussion 
tool into a quiz. 
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FIGURE 4 ' Matrix of Lessons in This Volume and Framework Concepts 
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Scarcity, Choices, and Decisions 



JIME^EQUIRED 1—2 class periods 

CONCEPTS Scarcity '• — 

Opportunity cost and trade-offs 

Role of government 

Tables 

INSTRUCTIONAL OBJECTIVES Students will 

• Read and interpret a table that lists government 
expenditures; 

i State the opportunity cost of chpicesj . 

• Analyze trade-offs involved in making govern- 
ment spending decisions; 

• Make decisions about govertiment^ spending and 
taxes. . - 

RATIONALE Students must understand that 
scarce resources make it impossible for us to have 
everything we want. All economic choices involve 
forgoing an opportunity (opportunity cost). They 
may also involve making trade-offs among desir- 
able goals. In this lesson, students make decisions 
in the process of which they learn about and apply 
the consequences of making choices. 

MATERIALS A copy of Handout 1-1 for each stu- 
dent and a copy of Handout 1-2 for each group. 

PROCEDURE 

1 Give a copy of Handout 1-1 to each student. 
Have the students read the first three paragraphs 
of the memorandum. Check to be sure they un- 
derstand that they must cut spending by $300,000 
or increase taxes. Tell them that you will distribute 
Handout 1-2 in a few minutes and that they will 
make the decisions, in small groups. Have the stu- 
dents read the remainder 9f Handout 1-1. Go over 
the expenditures to make sure the students un- 
derstand how much each project would cost and 
why. 



2 Form small groups of four or five students 
each^. Have each group select a leader. 

-3— — EUatribute copies of Handout 1-2 to each 
group. Ask each group leader to fill in the com- 
mittee members' names in the appropriate space, 

4 Read aloud the first two paragraphs of Heind- 
out 1-2. You might want to point out that oppor- 
tunity co^t is not the sum of all the forgone 
opportunities but only the best of the alternative 

* forgone opportunities. Ask the groups to complete 
.questions 2,3,- and-4 by giving three more examples 
of opportunity cost; question 1 has been completed 
as an example. Ask the group leaders to present 
some examples^to the class. Possible examples are: 

• All street lightirig vs. day care center. 

• Firefighter at station #2 vs. development 
of both parks. 

• Old West storm sewer vs. day ca.re center. 

• ■ Old West storm sewer vs. 01d=North storm 
sewer. 

• Firefighter at station #1 vs. firefighter at 
station #2. 

5 Read aloud the next paragraph of Heindout 
1-2 to the class. In the space provided, have each 
group list several goals it will be considering. Tell 
students they may add goals as they think of them . . 
Ask the group leaders to present some examples of 
goals to the class. Goals might include equity or 
fairness, better quality of life, less property' dam- 
age. The studerits should come up with others. 

6^ ^ Have the students finish reading the hand- 
out. Let the groups discuss, deliberate, and write 
their recommendations on Handout 1-2. 

7 Ask the leaders to write their grpups' rec- 
ommendations on the chsdkboard. Allow tiine for 
leaders to explain their groups' decisions. 
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8 Discuss the decisions. Important points to 
consider are: 

• How similar are the groups' decisions? 

• What opportunity costs were evident in 
the decisions? 

• How do the goals of the various groups 
differ? 

• Why are there differences in the deci- ' 
sioris? 



9 Ask the class to provide examples of similar 
decisions currently being debated at local, state, 
and national levels. Discuss some of the opportu- 
nity costs, goals, and trade-offs involved in those 
decisions. 

EVALUATION Assess the quality of the contribu- 
tions of each student to the class discussions. Go 
from group to group, and assess the quality of each 
student's contribution to the group's delibera- 
tions. 



Handout 1-1 

Committee memorandum 



TO: Committee Members 

FROM: May R. Town, Mayor* 

SUBJECT: Recommendation: Taxing/Spending 



I asked you to join this committee to helip me solve a problem. The city^s budget director has forecast . 
that city tax revenues will*be $300,000 less than expected this year, the second year of the city*s two- 
year budget period; That means we might have' to cancel several projects or raise taxes. To complicate 
matters, I promised in the last election campaign to complete all of the scheduled spending projects 
without increasing taxes. My opponent, who lost by only a few votes, argued that city spending should be 
cut and taxes reduced. \ . / * 

.In ma.cing your recommendation, please use the information includeli here. Note that the total cost of 
the projects is $600,000, but only $300,000 is available without an unpopular tax -^increase. No additional 
funds can be obtained by cutting existing programs iii the city*s budlget. , _ _^ — 

" Within these l imits, make wha tever. choice you^tWk isbe&t: Eliminate aai-th-eirfoposed projects and 
cut taxes; complete all the projects and raise taxes; or work out some combination either of project cuts 
and tax cuts or project cuts and tax increases. You can decide to cut one part of a project and keep an- 
other part. For example, you can suggest hiring only one firefighter. Be specific about which projects,'if'- 
any, will be cut and by how much taxes will be raised or lowered. Record your decisions on Handout 

PROJECT EXPENDITURE TABLE: SUMMARY DATA 



PROJECT 



BUDGET LINE 



COST , 



TOTAL PROJECT COST 



Firefighters 

Station #1 
Station #2 
Station #3 



A 147a 
A 147b 
A 147c 



$30,000 
30,000 
30,000 



$ 90,000 



Day Care Center 

Street Lights 

Bramblewood, 
Carlisle 
Cleveland 
Paxton 



B 910a 



C 113e 
C 113f- 
C 113g 
C 113h 



60,000 



15,000 
15,000 
15,000 
15,000. 



60,000 
60,000 



Bridge Repair 

3rd St. Railroad Overpass 
River Road River Bridge 



C 119c 
C n9d 



120,000 
120D00 



240,000 



Sewer Repair 

Old West Side Storm Sewer 
Old North Side Storm Sewer 



C 133a 
C 133b 



60,000 
60,000' 



120,000 



Parks. ' 

Douglas Park 
Sbrochi Park 



ERLC 



D 004c 
D 004d 



15,000 
15,000 



30,000 



Continued 



rom Master Curriculum Guide in Economics: Teaching Strategies, for High School Economics Courses, 1 9&5. Joint Council on Economic Education. 
ParK. Avenue?. New Yorl<. NY 10016. 
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Handout 1-1 (concluded) 

PROJECT DESCaiPTIOITS 

A 147a Firefighter at Station #1 :^ . ' . 

A 147b Firefighter at Station #2 
A 147c Pirefi^ter at Station #3 

Because of last year*s ppening of the new Station #3 (which was badly needed), each of the'^city's 
three fire stations is short one firefighter. The problem is playing havoc with the fire chief s personnel 
scheduling. At present, some firefighters aye pulling back-to-back shifts on a rotating basis, a possibly 
dangerous, situation for which the city must pay time-and-a-half overtime. Each added firefighter would 
cost $30,000 in salary, benefits, and equipment. 

B 91Ca Day Care Center 

A:city-fanded day care center for. low-income families has been proposed in order to allow single par- ' 
ents who are poor to get off welfare and find jobs or to go back to school to get vocational training. ' 
Center advocates say that getting people off welfare will save taxpayers money in the long run. The cen- 
ter wo\ild be available only to. single-parent, low-income famtlies. Staffing and equipment will cost 
$60,000. Space is already available in one of the city's elementary schools. ; 

C 113e Bramblewood Street Lights - 

.C-I13f— Carlisle Street Lights .. .. 

C113g Cleveland Street Lights . ^ 

C113h Paxton Street Lights . 

Four streets (Braniblewbod on the north side, Carlisle in the east, Cleveland near doj^^town, and Pax- 
ton on the south side) are without street lights. The residents and the police are concerned about crime, 
especially on Cleveland and Paxton (high crime areas). Also, many yoxmgsters play outdoors in the eve- 
nings on Bramblewood and Carlisle, which are residential areas. One little girl was badly Injured wheii 
hit by a car on Carlisle last September. Each street light project will cost $15,000. Lights were installed 
on four other streets during the first year of the budget. . 

C 119c 3rd St. Railroad Overpass ' - 

C ll9d River Road River Bridge . ' 

Th6 city engineer has fq-und that eight bridges are overdue for repair. The worst" two were fixed in the 
first year of the budget, with two mpre scheduled for repair, in each year of the next three years. Failure 
to follow this schedule might mean that all six will have to be closed for a year or longer. Load limits on 
the Third Street and River Road ):iridges have already been reduced, forcing the fire department to detour 
to other streets, which delays theiKresponse time on some calls. Each bridge repair will cost $120,000."^ ~ 

C 133a Old West Side Storm Sewer 
C 133b Old ITorth Side Storm Sewer 

ITew housing developments oh the nortiiwest side have put additional strain oil the old storm sewers, 
especially in the acyacent Old West and ITorth sMes. Heavy spring and sunamer rains invariably^ cause 
flooded streets and basements. Some people's yaxds become bogs with ruined, lawns and flower beds. Resi- 
dents in the area are very upset. I, received strong support from both'areas because of my pledge to solve 
the problem. Sewer repair for each area is $60,000. 

D 004c Douglas Park 
D 004d Sbrochi Park 

For some time it has been evident that the present park s^tem is inadequate because of the many 
new families with young children living in this city. Do\iglas ajad Sbrochi parka have been delayed three 
times due to lack of funds. The cit^ir has received two federal grantk of $15,000 each to develop the two 
parks. But the grants depend upon the city matching the grants wioi an equal ajmount of money. Thus, if 
funding for one park is elitinnated, the $15,000 grant for that park isHpst. Each park costs $30,000, of 
which $15,000 would come, from the federal grant. 



REMEMBER: Ahtitax. sentiment in the comtaunity is running high. My oppi 
«>lready mounting a strong tax repeal drive. 



Lent in the last election is 



Handout 1-2 



ACTION MEMORANDUM 



TO: Honorable May R. Town, Mayor 
RE: Recommendation: 'Tax/Spending 

FROM: Members of the Conimittee: , . — — — '- . (Chairperson) 



We recognize the problem created because there are insufficient city funds for the second year of the 
budget. The shortage of funds has forced us to make some hard choices. Each choice involves a considerable 
cosji. For example, raising taxes to cover all or part of the expected shortfall means that taxpayer^ will 
be forced to give up the opportunity to use the money tiiey will pay in taxes for their own spending or 
saving. ^ ' ' ■ . - 

If tajces are not increased, .there will be other opportunity costs. For example, if we construct th^ two 
sewer projects (total cost, $1^^0,000) we might have to give up repairing one of tha bridges, or all '@f the 
parks aiid the additional firefighters, or both the day care center and all of the street lighlis. Other examples 
of possible opportunity cost we noticed include: . • 

^ 1) Bramblewood Street Lights vs. Sbrochi Park : . 

2) - . ' 

^) ... . - 

-4) . / 

In making qut recommendation, we considered the most important goals that our decision should 
achieve. For instance, we know that, givenyour hope of re-election, the choice must be politically acceptable. 
We want, also, to preserve the maximum possible economic freedom of taxpayers to use their own money 
as they see fit. Other goals we consi^e]?ed include: . 

1> Public safety . • 

2) . V " " . . 4) 

We als6 recognize that all of the goals cannot be achieved to their fullest extent at once. Some trade- 
offs among goalg seem to be necessaiy. For example, a decision to forgo two of the additional firefighters 
-in-favor of -the -West -Side-sewer repair projeet-will-mean-that some^ public safety wfflbe traded-ofTto 
increase the. West Side voters' satisfaction. 

' *We have ^JOhsidererd carefully the OBportimlty costs and t^rade-offc we face because of the shortage of 
city revenues. Our recommendations are* for the following i^rojects to be funded: 

PROJECT , ■ BUDGET # COST 



^ note to Committee : To complete this report, circle one of the words in parentheses at the end of the 

statement below. 

Our recommendations will require that taxes be (raised, unchanged, lowered). Specify the amount of 
the change in taxes, jf £iny. 

From Master 'Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985. Joint Council on Economic Education, 
2 Parl< Avenue. New York. NY 10016. - • . . • ' 
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Different Means of Organizing an Economy 



TIME REQUIRED Three class periods 

CONCEPTS Economic systems (tradition, com- 
mand, market) 
Economic institutions 
Broad social goals 

INSTRUCTIONAL OBJECTIVES , Students will 

• Describe and give examples of tradition, com- 
mand, and market systems in an economy; * 

• Describe" and analyze the differing economic 
goals of different economies;" - > . 

• Compare and contrast the types of institutions 
and their importance in differisnt economies; 

• Determine the mix of tradition, command, and 
market systems in different economies; 

• Analyze different economies to determine 
whether or not the command decisions in them 
are made by democratically chosen leaders. 

RATIONALE All societies must organize in order 
to deal with the basic problenj^ raised by scarcity 
and opportunity cost A Society mus^^cide what 
goods and services to produce,, how to. produce 
them, and how to distribute them. Societies use 
three approaches, which are based on tradition, 
command,-'or the market, to solve the basic prob- 
lems. . \ 

-Jn-addition-to-tiy;ing-tx)-solve-the-problems of- 
scarcity and opportunity cost, societies try to* 
achieve broad social goals. Different societies value 
certain,goals over others. In a democratic society, 
citizens must develop ideas about the merits of 
various goals and the trade-offs among them. 

In this lesson, students will learn to recognize 
the relative mix of approaches used by the Soviet 
and American economic systems. As they analyze 
the methods and goals of the two, students gain 
pragtice in applying the conceptual tools used in 
comparing economies." 

MATERIALS 

• A copy of Handouts 2-1, 2-2, 2-3, 2-4, and 2-5 
for each student. s. 

• For thef optional evaluation activity based on 
Handout 2-5, compile a bibliography of sources in 
your classroom, school library, arid public Jibrary. 



PROCEDURE 

1 Give each student a copy of Handout 2-1. 
Have the students read it. Then discuss the dif- 
ferences among the approaches of tradition, cbmi-^ 
mand. and market economies. ' 

2 Give each student a copy of Handout12-2. Go 
over the instructions in both parts with the stu- 
dents. Have them read the sentences in Part 1 about 
the Soviet economy and mark each sentence with 
a T, C, or M. Haye them complete Part 2 of the 
handout also. Go over the answers' to Part 1; they 
are given after the section on evaluation. The an- 
swers to Part 2 should vary; some answers are sug- 
gested after the ans^yers to Part 1. In reviewing the 

. handout, discuss points such as these: 

• Which economy is based mostly on the 
market system? (U.S.) 

• WhichFeconpmy-i« bdsed mostly on the 
command system? (USSR) 

• Why do we consider the U.S. econbmy^to 
be a mixed market economy? (It has element 
of tradition, command, and a market sys- 
tem.) 

• What are the main differences between 
the luise of command in the U.S. economy and 
the use of commalnd in the Soviet economy? 
(In the U.S. , democratically elected represen- 
tatives make the decisions to use command, 

" ~^ and^ffi part ot the economy is 

small. In the USSR, the leaders who make the 
decisions are not democratically chosen, and 
the command part of the economy is by far 
the predominant one.) 

3 Give each student a copy of Handout 2-3 and 
have them read it. Discuss the broad social goals 
of an economy. You might point out that different 
goals may predominate at different times. For ex- 
ample, most economies (except those of the "tra- 
ditional" type) have economic growth as a goal and 
strive to achieve as much growth as possible. But 

^ if the pursuit of growth brings inflation with it, 
the- attempt to curb that inflation may lead to a 
temporary abandonment or lesser emphasis on the 
goal of economic growth. ^ 

4 Give each student a copy of Handout 2-4. Go 
over the instructions to Part 1, and then have the 
students complete the rank ordering of goals for 
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each country. Discuss their answers, .asking for 
their reasons and evidence to justify their ranking. 
You might poll the class and compile an average 
ranking for each goal. Then discuss similarities 
and differences for each country. (Answers for Part 
1 of the handout are not provided.) 

. 5 Go over the instructions for Part 2 of Handout 
2-4 with the class. Have the students write their 
decisions. Then poll the class to find out their opin- 
ions on the institutions. If students disagree, ask 
for reasons and evidence. (Answers for Part 2 ap- 
pear below.) 

EVALUATION 

1 Assess the quality of work done on Handout 
2-5. This is a research project that requires stu- 
dents to apply what they have learned about the 
elements of tradition, command, and markets in 
an economy. You can assign the research project 
to individual students or to "small groups. When 
they have completed their projects, you can have 
the students use the information they gathered to 
-place each country on the market-command con- 
tinuum and on the democratic-authoritarian con- 
tinuum, , 

2 If you do not wish to use the research project, 
you can evaluate students by assessing their an- 
swers on the handouts and during class discus- 
sions. 

ANSWERS FOR HANDOUT 2 2 . 
Part 1 

1 C 5 C 9 M 

2 M 6 C 10 M 

3 M orT 7 C H T 

-wt: 8 c~ ^ " 



Part 2. . 

Listthree examples of tradition, cqmmand, and 
market elements in the United States economy. ^ 

Tradition ' 

1 Some children go into same occupations as 
thetr parents. 

2 Tips given to people who perform personal 
services such as drivers of taxicabs and people who 
wait on tables in restaurants. 

3 , Welders are usually men* 

Command i * 

1 Governments tax citizens. 

2 Governments require children to attend 
school. 

3 Governments set safety standards for high- 
ways,, buildings, vehicles, etc. 

Market 

1 Supply ^f and dem^d for workers deter- 
mines their wages. . 

2 Businesses seek profits by producing what- 
consumers want. 

3 'the buying choices of consumers expressed 
in the market largely determine what is produced. 



ANSWERS FOR HANDOUT 2-4, PART 2 



1 


U.S.' and USSR (Answers may vary) 


2 


USSR 


3 


U.S. 


4 


U.S. 


5 


USSR 


6 


USSR 


7 


U.S. 


8 


iUSSR 


9 


USSR (because of shortages ) 


10 


U.S. 
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Handout 2-1 

e 

TYPES OF ECONOMIC SYSTEMS 



People and societies organize economic life to deal 
with the basic problems raised by scarcity aVid oppor- 
tunity cost through what is called an economic system. 
An economic system can be described as the collection 
of institutions, laws, activities, controlling values, and 
human motivations that collectively pr9vide a frame- 
work for econornic decision-making. 

In a world of scarcity and opportunity cost, all so- 
cieties must decide the basia economic questions of 
whaf goods and services to produce, which ones to 
forgo or postpone, and when and how to. transfer pro- 
ductive resources from one use to another. Decisions 
must also be made about how much effort to devote 
to increasing total output as well as how to divide the 
total output of a society among its. members— that is, 
how to distribute the total real income an economic 
system generates. These* decisions all hinge jon hovy 
economic resources are allocated. . 

There are three basic approaches to economic de- 
cisions about resource allocation? One is based on tra- ' 
dition, that is, people generally repeat the decisions 
made at an earlier time or by an earlier generation. A 
second is based on command, that is, decisions are 
made largely by an authority, such as a feudal lord or 
agovernment planning agency; Authority in a command 
economy can be exercised in a democratic fashion or 
it can be imposed from above by people whosepower 
is not subject to the outcome of free elections. The third 
is based on markets. 

A market economy is a system of dece^ntralized 
decision-making in whirh Individuals and business-tirms, — 
in their various capacities as corfeumers,. producers, 
workers, savers, and investors, participate in the market 
through decisions that are reflected in the supply and * 
demand for various goods and services. The market 
"adds up" these millions of decisions about supply and 
demand and forges out of them an interrelated network 
of market prices that reflect the.preferences of all the 
participants. Market prices— and the changes in them — 
act as signals to producers, telling them what- buyers 
want. Market prices also act as rationing devices by 
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allocating productive resources ahd finished goods and, 
s^ervices among members of society according to what 
buyers are willing and able to pay. 

" No real-world economy Is a pure form of a tradi- 
tional, a command, or a decentraJized market economy* 
Every existing ecbnomy. uses a different "mix" of allo- 
cating mechanisms to answer the basic economic 
questions, and each has somewhat different institu- 
tions, controlling values, and motivating tofces at work 
which affectthe operation of the economy. The element 

' of tradition is, for example,' most evident in the rural 
areas of the less developed countries of Asia ahd Africa. 
The element of commarid is most evident irr the Soviet 
Union and other centrally planned economies. Decen-^ 
tralized or market decision-making is most evident in 
the United States, Australia, Canada, and Western Eu- 
rope; but even among these countries, considerable 

. diversity exists in the amount of government planning 
and in the variety of economic institutions. 

Understaricling how econornic decisions are made 
in a particular economy requires careful attention to 
questions such as the following: 

— \)Vhat is the actual 'imix" of allocating mechanisms? 
That iSj how many economic decisions are tradition 
oriented? How many are made by central command?^ 
How many are left to decentralized markatforces? 

— What are the most imjijrortaht economic institutions 
of the 3ociety7 and what role do they play in shaping 
economic decisions? 

^HA/Fiatai^TKecohT^^ forces 
that condition economic behavior in the society? 

— What, if any, significant change? appear to be taking 
place in the economic system? 

Finally, it should be noted that people of all soci- 
^ eties, regardless of the type of economic sysitem, en- 
gage in certain basic econjDmic activities. These include 
producing, exchanging, and consuming goods and 
sen/ices, as well as saving and investing so that cap- 
ital goods and human capital can be accumulated to 
increase output and productivity. The. distinguishing 
cjiaracteristics of an economic system thus are notlhH' 
economic activities that are cartfecJ on but th6 kinds of. 
^- economic institutions that exist and the way in whict> 
they influence di^cision-making. 



From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985. ^)oint Council on Economic EducsPtion. 
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» Handout 2-2 

TRADITION, COMMAND, AND MARKETS IN THE SOVIET AND AMERICAN 

- ECONOMIES 

Nkme — ^ ^ — _!_ . Class . 

PARt 1 ' 

Below are some statements about the economy of the Soviet Union.*'Place £ T in. the space after the sentence 
if you think it<gives an exgniple of tradition in the Soviet economy. Place a C in ^e space if you think the sentence 
. gives an example of command in the Soviet economy. Place an M in the spac^ before the sentence if you think it 
gives an example of a market in the Soviet economy. 

In the Soviet Union because consumer goods are produced according to a plan developed by the authorities, 
some items are often in short supply, (i) Long lines form to buy "hard-to-get" or especially desirable items 

which are often bought by consumers not because? they want the item,, but to use in^rade at some future time. 

(2) Soviet shoppers often know the clothing and shoe sizes of many friends and relatives so that the shopipers 
can buy items for otheirs should they happen to be in the^store when particularly desirable goods are made available. 

(3) Soviet factory managers have production goals set. by the economic planners. (4) Workers 

must have permission to change jobs or move" to a new city, but they have little fear of becoming unemployed as 

long as they do theix jobs and avoid "undesirable" political activity. (51 The government alsd^rovides free 

medical care to its citizens, although the quality of that care varies from place to place and is generally up to Western 

standards only in facilities reserved by law for pal;ty officials a.nd other important people. {6^ Almost all 

housing in Moscow is .owned by the government; and people are assigned to apartments. (7) The living 

quarters are generally small, and often more than, one family shares an. apartment, but the government keeps rental 
costs very low. (8j^_ Sometimes a change in people's circumstances (marriage, divorce, baby) prompts them 
to go to one of sev§rar"walking want ads" sections Of towni— places where people wearing signs advertise apartments 
for exchange. (9) On the other hand, if a person wants to buy a car, one can ,avoid the long wait (perhaps 

several years)'by going to another section of Moscow where car owners bring their cars for sale, often at prices.higher 

, than for new cars. (10) If a person is successful in getting an item that's hard tO|find or a new apartment 

or a car, chances are he or she will celebrate, as many in the-Soviet Union do, by sharing some vodka with friends 
(11) ' ^ " . . 

PART 2 , ^ 

List three example of tradition, command, and market elements in the United States ^economy. 
Tradition < . ' 

-2. • ■ . .. . 

■3. , •, ^ ^ 

Command " ■ / 
1 . • . - . • 

» 

3.- ■ 
Market 

t_, . ■ ' ' - . ' 

3 ° • . ' , . . ■ • ' • 



«^ ^Statements about the Soviet economy are adapted from Hedrick Smith, The Russians (New York: Ballantine, 1977), especially, chapters 2 

and 9. • ^ ' . " . - 
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1^ar^dout 2^3 

BROAD SOCIAL GOALS OF A SOCIETY 



The broad social goals that relate to economics and 
which are given considerable importdnce in American 
society today are economic freedom, economic effi- 
ciericy, economic equity, economic security, economic 
stability (full employment and the absence of inflation), 
and economic growth. These goals, and the importance 
attached to each of them, guide individuals and society 
. in the^ making of decisions. The goals provide targets 
and a sense of direction in formulating the. rneans for 
reaching these targets. . 

These goals can also be thought of as criteria for 
evaluating the performance of the economic system (or 
parts of the system) and for examining the usefulness 
of new as well as existing programs. Some of the goals, 
such as freedom or equity, are difficult to present in 
quantitative form. Others, such as full employment or 
price stability, can be articulated as numericahargets. 
Indeed, in 1978 Congress for the first time established 
specific numerical goals for unemployment and infla- 
tion. The 1978 legislation, popularly known as the Hum- 
phrey-Hawkins Act, set the target for the unemployment 
rate at 4 percent, to be achieved by 1983. The rate of 
inflation, as measured by the consumer price index, 
was to be reduced to 3 percent by 1983 and to zero 
by 1988. 

A comparison of the goals of the Humphrey-Hawk- 
ins Act with what has happened as of this writing makes 
. it clear that economic goals are rarely if ever fully at- 
tained; if they are, it is usually for short periods of time 
only. Nevertheless, the results point up the conclusion 
. that only by attempting to set clear, specific goals is it 
possible to measure the progress made in attaining 
them. 

1. ECONOMIC FREEDOM 

Froedom as an economic goal concerns the free- 
doms of the marketplace — the freedom of consumers 
to decide how they wish to allocate their spending among 
various goods and services, the freedom of workers to' 
choose^ to change jobs, join unions, and go on strike, 
the freedom of individuals to establish new businesses 
and to decide what to produce and when to change the 



pattern of production, the freedom of savers to.decide. 
, how much to save and where to invest their savings. 
Of particular interest is the effect of actions by Individ- : 
uals, groups, or governments to enhance or restrict 
freedom in the marketplace and thereby affect the pos- 
sible attainment of the other goals. of efficiency, equity, 
security, stability, and growth. A number of people ar- 
* gue that government regulation limits the freedom of 
some people to make their own choices. Others argue 
that government policies.may free some' people to take 
greater advantage of- .the opportunities provided iri*^ 
market economy. Given the differences in viewpoint, it 
is essential to define the kinds of freedom under dis- 
cussion and whose behavior is most likely to be af- 
fected. 



2. ECONOMIC EFFICIENCY 

Efficiency can have two meanings. The- term can 
refer to technical efficiency, which focuses on using the 
least input of resources to obtain some stated level of 
output, or obtaining the highest level of output using 
fixed inputs o< specified resources. Since technical ef- 
ficiency does not take into'^account the different costs 
• of various inputs or the different benefits of various 
outputs, considerations of lechnical (efficiency alone 
cannot indicate the most appropriate decision to make. 
'An economy might be technically efficjent in producing 
I good A, for example, but if consumers do not want good 
A and prefer good B instead, then it would not be eco- 
nomically efficient to produce good A. 

Economic efficiency is a broader concept^ than 
technical efficiency. Economic efficiency goes beyond 
technical efficiency and takes into account the costs 
and benefits associatfed with various market prefer- 
;ences and decisions. In order to obtain maximum ben- 
efits from using our limited resources, we should 
undertake only those economic actions which result in 
additional benefits that exceed the additional costs". By 
this standard, economic actions should not be under- 
taken if the additional costs exceed the additional ben- 
efits. The. concept of economic efficiency is central in 



SOURCE: Master Curriculum Guide in Economics: A Framework for Teaching the Basic Concepts, 2nd edition (New York: Joint Council on 
Economic Education, 1984), pp. 52-55. • ->< . 
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Handout 2-3 (continued) 



economics, and it should receive heavy emphasis in 
both individual and social decision making. 



3. ECONOMIC EQUITY 

Equity, which deals with what is "fair" and vyhat is 
"unfair" or what is "right" and what is "wrong," is difficult 
to define precisely. Economic equity can be described 
as the application of our concepts of what is fair and 
what is unfair — or of what "ought to be" and "ought not 
to be"— to economic policy. To be sure, people differ 
in their conception of what represents equity or fairness. 
However, in. evaluating economic performance, the 
concept seryes as^ a reminder to investigate which or 
what kinds of people are made better or- worse off as 
a result of, foP.example, a chang^^ in prices or the in- 
troduction of, new government program. Though two 
actions may|appear to be equally efficient from an eco- 
nomic standpoint, one could benefit the old and another 
the young, one might benefit consumers and another 
producers, and so on. Many people would not be in- 
different about who benefits from a policy, because they 
harbor some general idea of what is equitable. K'-om 
the viewpoint of economics, equity ultimately deals with 
the distribution of income and wealth. One way of deal- 
ing with this question is simply to talk about the effects 
of economic actions on the distribution of income and 
wealth: Who gains and who loses? The distinction be- 
tween equality o^oppodunity and the equality o\ results 
is also important when economic equity is addressed. 



4. ECONOMIC SECURITY 

The goal of economic security concerns the desire . 
of people to be protected against economic risks over 
which they may have little or no control. Such risks 
include accidents on their jobs, unemployment, desti- 
tution in old age, business failures, bank failures, and 
precipitous price declines for one's product. Economic 
security is enhanced by individual efforts, such as sav- 
ing and the purchase of insurance, as well as by the 
growth of the economy, through, which the mass of 
people receive more material well-being. Various gov- 
ernment programs such as worker's compensation, un- 
employment" compensation, social security, aid to. 
familieS'With dependent children, federal insurance of 
bank deposits, and farm price supports are also aimed 
at increasing economic security in the United States. 
Nations also engage in the quest for economic security 
by seeking international agreements which assure them 
of access to key resources or of adequate prices for 



their exports. In the last analysis, it is the possession 
of real goods and access to services or assured clainris 
to goods and services that provide economic security. 

5. FULL EMPLOYMENT 

Full employment prevails when all of an economy's 
resources are utilized to capacity, but most discussion 
turns on the employrhent or unemployment of people. 
In practice, an unemployment rate for people that re- 
flects normal frictional unemployment— unemployment 
that occurs as workers change jobs or enter the labor 
force — has come to be viewed as full employment. De- 
bate cpntinues as to what unemployment rate— at pres- 
-ent suggestions range from 3 to 7 percent of the labor 
force— constitutes full employment. But keeping the goal 
of full employment in vievy helps* to remind us of the 
costs in lost output to the economy and in economic 
hardship to individuals that result from rates of un- 
employment that are too high. 

6. PRICE STABILITY 

' ^ . . . [0]verall price^ stability means the absence of 
inflation or deflation, not the absence of changes in 
relative prices in particular markets. In reality, overall 
price-level changes are not often likely to be zero. Not 
only do our price indexes fail to reflect some improve- 
ments in product quality that in effect lower certain 
prices, but more important, price changes reflect the 
push and pull of market forces as changes occur in 
supply and demand. What constitutes "reasonable" price 
stalDility is the subject of much discussion. Nonetheless, 
this goal recognizes that sharp price changes neces- 
sitate costly adjustments in the behavior of individuals 
and businesses in order to cope with the effects such 
changes produce. 

7. ECONOMIC GROWTH 

Economic growth means producing increasing 
amounts of goods and services over the. long term. If 
the people of a society want?to raise their level of living, 
they must produce more goods and services. If the 
population is growing, the amount produced must be 
still greater to provide for the additional people. This is 
why changes in real GNP percap/fa (that is, per person) 
are usually more meaningful than changes in total GtsIP 
as a measure of growth. 

Economic growth is an important goal in virtually 
all countries, and is closely related to several of the 
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other goals discussed above. Both individuals and na- 
tions try to increase their economic security and well- 
being by expanding output. Individuals seek ways to 
enhance their earning ability while nations seek to stim- 
ulate the growth of per capita output and income. Eco- 
nomic growth helps provide jobs for a growing labor 
force, and economic growth also makes it easier for a 
society to devote some of its output to promoting greater 
economic equity and greater economic security Ipy as- 
sisting the disadvantaged, the disabled, or other groups 
that need help. If output does not grow, one person or 
one group can obtain more goods and services only if 
another person or group receives less. But, to revert 
to an often-used nrietaphor, when a larger economic, 
pie is baked, everyone can have a larger slice.; 

On the supply side, the upger limit to economic 
growth is determined by the av^lability of productive 



resources, the efficiency with which these resources- 
are used, and the economic, social, and political factors 
that either encourage or discourage an increase in pro- 
ductive capacity. These latter factors include the size 
of the market, the value system of the people, and the 
degree of political stability or instability.^ Once the pro- 
ductive capacity of an economy is established, the ac- 
tual rate of growth in a market economy will be 
determined by the level of aggregate demand. If an 
economy is in a recession and aggregate demand is 
too low to fully employ existing resources, there will be ' 
little market incentive to increase productive capacity. 
Thus, there is a close relationship between the short- 
run goal of full employment and the long-run goal ot 
economic growth. As we have indicated, the existence 
of rapid inflation also hinders the long-run expansion 
of a nation's total productive capacity. 
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ECONOMIC GOALS AND rNSTITUTIONS 

Name— . . : ■ — • Class. 

. PART1 

-r.) Economic systems differ because societies have different values and goals. 
Below is a list of some commonly accepted economic goals..Review the information 
on Handout 2-2 and think about any other information you have about the Soviet 
and American economies. Then rank-order the goals according to how much 
-injpprtance you think each society places on each goal. You should number the 
goals from 1 to 7 with 1 as the most important goal of the society. 

Soviet Union United States 

Economic efficiency : — 

: Economic freedom _ 

^ Economic security \ 

Economic equity 

' ' _^ Fulh employment . — : 

. Economic growth _ — : 

- Price stability 

PART 2 

Different economies also have differenfeconomic institutions. Institutions may 
be formal organizations such as labor unions or households based on marriage. 
They also may be customary ways of doing things, such as using money for 
transactions or agreeing oh wages through collective bargaining. Examine the list 
of economic institutions below. If you think the institution is emphasized more in 
the U.S. than in the USSR, write t/.S. in the blank. If you think the irTstitution is 
emphasized more in the USSR than in the U.S., write USSR in the blank. If you 
think the institution is emphasized aboul^qually in both countries, write both sets 
of initials in the blank space. 

1 ' Households 6 . Central economic planning 

2 Government 7 Voluntary exchange 

3 Private firms 8.- — Public ownership 

4 Labor unions 9 , _ Barter 

5.___ Agricultural collectives 1Q ^ ^ Collective bargaining 



From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1985. Joint Council on Economic Edtjcation. 
2 Park Avenue. New York. NY 10016. 
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Handout 2-5 

JUDGING A NATION'S ECONOMY: A RESEARCH PROJECt 

Name ^ — . , \ — , _ ^ Class — 



Instructions: Your teacher will assign you a country. Your task will be to find out as much as you can about that 
country's ecpnomy; You should use at least three sources because there may be differences of opinion about the 
type of economy-a nation has. Some sources may base their conclusions on a nation's written constitution while other 
sources may base their conclusions on the actual operation of the economy. 

Here are some ideas about sources to use: Encyclopedias have essays on the economy of most-nations in the world. 
Use the Reader's Guide to Periodic Literature to find magazine articles on the economy of your assigned country. 
Some other references that are updated annually are: 
. Political Handbook of the World,.Ne\N York: McGra\N'mi 

The Europa Year Book: A World Survey. London: Europa Publications. 

Statesman's Year-Book New York: St. Martin's Press. 
After you have read about your assigned country, your next job is to place its economy on the continuums described 
below. Then write a three-page essay telling why you placed the economy where you did. The information below 
more fully explains your task. 

All developed economies are mixed, that is, they have both market and command elements. An essential difference 
between economies that tend to be more, market-oriented and- those that tend to be more command-oriented is in 
who decides the answers to the basic economic questions. Figure 1 shows that individual consumers and businesses 
decide the answers in market economies vyhile government authorities are more important in*command economies. • 

FIGURE 1 

WHO DECIDES? ' . , 
Consumers, ^ Government 
businesses i - authorities 



^^^^^^ Mixed ^ ' ~~ Command 

Another question concerns how democratic or autocratic the command, portion of an econcimy is. Individuals 
might agree democratically to give governitient some authority to make economic decisions. They give up their power 
to make some decisidns directly in the market and replace it with indirect control of those decisions in the political 
arena. This is very different from authoritarian or totalitarian command. There the individual has neither direct market 
control nor indirect politibal control of economic decisions. Figure 2 illustrates the question of '^Whp decides about 
who decides." 

FIGURE 2 

WHO DECIDES ABOUT WHO DECIDES? 
Individual . j^q individual or 

citizens ' ffjQ group in power 

Representative ' . Authoritarian 

democracy or totalitarian government 



Continued 

From Master Curriculum Guide in Economics: Teaching Sfrategiesyor High School Economics Courses. 1 985. Joint Council on Economic Education. 
2 Parl< Avenue. New.Yorl<. NY 10016. 
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Handout 2-5 (concluded) 

Jo understand an economic system, you must examine both the "who decides" and the "vyho decides who decides" 
questions. After you complete your research, you must determine the degree to which the economy of your assigned 
country-tends to be market- or command-oriented. You must also find out how much democratic control of*the 
command element there is. 

Here, are several questions to guide your investigation: 

Who Decides? Market vs, Command Economies 

1 What percentage of Gross -National Product does the government spend? 

2 What productive resources does the government own? 

3 Does the government influence or qontrol many economic decisions through taxes or subsidies? 

4 How free are citizens to engagd in whatever economic activity they choose? 

Who Decides About Who Decides? Democratic vs. Authoritarian or Totalitarian Governments 

T How are governmental authorities chosen? _ , 

2 Can the citizens remove or replace leaders with whom they are dissatisfied? How may they do this? 

3 Can the public exercise any control over economic decisiun-makers? 

4 Can the public exclude governmental authority from certain areas of economic decisions? 
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Lesson 3 BHBBBBiiB 

The Circular Flow of Economic Activity 



TIME REQUIRED Two class periods 

CONCEPTS * Circular flow of resources, goods, ser- 
^ vices, and money payments. 
Productive resources (human re- 
sources, natural resources, capital 
•. goods) 

Economic incentives (wages and sal- 
aries, rent, interest, profits) 
Interdependence 

INSTRUCTIONAL OBJECTIVES' Students will 

• Analyze the economic' relationships that exist 
between households and businesses in a market 
economy; 

• Name the three factors of production and what 
the economic returns that each factor earns are 
called; \ 

• Illustrate the economic relationship among 
households, businesses, and government by using 
-a diagram of the circular flow of resources, goods, 
services, and money payments. 

RATIONALE Students will gain an understanding 
of the economic relationships that exist between 
households and businesses in a market economy. 
They read about the relationships and also play a 
game entitled "Earning a Living," which involves 
transactions between businesses and households. 
Finally, they learn how government fits into the 
flow of economic transactions. 

MATERIALS 

1 A copy of Handouts 3-1 and 3-2 for each stu- 
dent. 

2 Transparencies of Handouts 3-3 and 3-4. 

3 An overhead projector. 

4 Enough Household Cards for half the stu- 
dents and enough Brsiness Cards for the other 



half. See Procedure 3 for the total number of cards 
you will need for your class. Run a few extra sheets, 
and cut all the sheets apart ahead of time. 

5 An SV2" by 11" (or larger) sheet of paper on 
which you have written ECONO FACTORY. 

6 Masking tape or straight pins with which hsQf 
the students cap fasten Entrepreneur badges on 
themselves.. | , 

7 Optional: two small prizes 

PROCEDURE 

1 Explain to the class that we function in the 
economy in a variety of ways. We make decisions 
as consumers when we buy products or services ; 
we make decisions as" producers when we supply 
the services of our labor, our savings, or our land 
to business firms; we make decisions as citizen- 
voters when our^votes or other civic actions influ- 
ence the economic decisions made collectively in 
the economy. Tell the students they will play a game 
called "Earning a Living" in order to better their 
understanding of the interrelationships between 
households (consumers) and business (producers) 
in ia market economy. 

2 Give a copy of Handout 3-1 to each student. 
Have the students read the Overview, and then 
answer any of their questions about the concepts 
involved. Have the students read the instructions 
for the "Earning a Living" game. 

3 Divide the class in half. Students in one group 
will represent business firms (entrepreneurs), and 
students in the other group will represent house- 
holds. Give each student representing a business 
firm $1000 in the form of ten $100 bills and an 
Entrepreneur badge to wear during the giame. Give 
each student representing a household a total of. 
15 Household cards. It is not necessary or desirable 
to give a student five of each type of card. For ex- 
ample, you can give one student 15 Natural Re- 
sources cards and another student 10 Human 
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Resources and five Capital Goods cards. However, 
the total number distributed to each student must 
be 15, and approximately equal numbers of Natural 
Resources, Human Resources, and .Capital Goods 
cards must be distributed in the classroom as a 
whole. 

4 Tape the ECONO FACTORY sign at the place 
in the classroom where the entrepreneurs are to 
exchange one set of the cards reading Natural Re- 
sources, Human Resources, and Capital Goods for 
one ECONO. ECONOS represent goods and ser- 
vices. You should staff this position during the 
game, or ask a student to do it: 

5 Summarize the instructions for the Earning 
a Living game with the students, and answer' any 
remaining questions about it. You may tell the stur 
dents they have a total of 20 minutes to play the. 
game, or you may wait until about one quarter to 
one third of the households have sold all their cards 
and then announce that the game will end in five 
minutes. It is important for the students to know 
in advance when the game will end so that they 
can plan for the orderly sale of their remaining 
productive resources and products. Be sure the 
students representing households know they must 
sell their cards for money and use the money to 
buy ECONOS. Be sure the students representing 
business firms know they must pay money for the 
resource cards and then sell ECONOS for money. 

6 Play the game. It is possible that some house- 
, holds may try to circumvent the business process 
• by bringing their resource cards directly to the 

ECONb FACTORY. Tell them they lack an Entre- 
preneur badge and therefore are unable to,produce 
ECONOS. 

7 After the game is over, ask the students rep- 
resenting households to count the. number of 
ECONOS they have accumulated, and ask the stu- 
dents representing business firms to count the 
number of dollars they have accumulated. Find out 
how many business firms went bankrupt, how 
many have less than $lsOOO left., how many have 
exactly $1,000, and how many have more than 
$1,000. Make certain that'business firms with less 

. than $ 1 ,000 understand they incurred a loss. Find 
out which business firm made the most money and 
v^ch household accumulated the most ECONOS. 
Award a small prize to each of tjiese students ^nd 
ask them to explain why they were so successful. 
You may also wish to ask a few households and 
business firms that weren*t successful why they 
were losers. * 

8 Give a copy of Handout 3-2 to each student. 
Have the students read Parts I and II and then 



complete Part II, using the information they gained 
from Handout 3-1 and from playing the game. 

9 Discuss the students' answers regarding the 
flow chart". You" may want ones student to put a 
completed flow chart on the chalkboard and have 
other students evaluate it. Then project a trans- 
parency of Handout 3-3, and explain the circular 
flow of resolves, goods, services, and money it 
shows. Emphasize the interdependence of the ecor 
nomic system. 

10 Now ask the stxadents to read and complete 
Part III of Handout 3-2 and then have the class 
discuss the answers. 

1 1 Project a" transparency of Handout 3-4 to 
illustrate the role of gov3rnment in the circular flow 
of resources, goods, services, and. money pay- 
ments. Have the students compare their diagrams 
with that shown on the-transparency. Discuss any 
discrepancies among the diagrams. (NOTE: Hand- 
out 3-4 also includes "transfer payments . " Transfer 
payments have grown rapidly in recent years and 
consist mostly of payments by government for which 
the recipients do not currently perform productive 
services, although in some cases these payments 
are related to productive activity that was per- 
formed in the past. The most important transfer 
payments in the United States today are Social Se- 
curity benefits, government employee retirement 
benefits, unemployment compensation, and public 
assistance such as aid to the elderly, aid to families 
with dependent children, veteran *s benefits, and 
food stamps.-):- 



EVALllATION 

1 Assess student answers on Handout 3-2. 

2 Assess the quality of student participation in 
class discussion. 



ANSWERS FOR HANDOUT 3-2 
Part 11 

A completed flow chart should show the follow- 
ing filled in: 

1 Money payments 

2 Finished goods and services (ECONOS) 

,3 Productive services (human resources, nat- 
ural resources, capital goods) 

4 Money income payments (wages, rents, in- 
terest, profits) 

5 Product market 

6 Factor market 
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You may wish to point out that from the per- 
spective of the business firm, line 1 is sales reve- 
nue, line 2 is its output, line 3 represents inputs — 
the productive services it buys, and- line 4 repre- 
sents payments for productive resources (expenses 
and profit): 

Part in . 

From Resource Owners (Families and Individu- 
als) to Governments 

1 Productive services 

2 Money payments (mainly taxes for govern- 
ment services) 



From Business Firms to Government 

1 Goods and services supplied 

2 Money payments (mainly taxes for gove 
ment services) 

From .Goi;errimeRt to Resource Owners (Families 
and Individuals) 

1 Government services to resource owners 

2 Money income payments and transfer pay- 
ments 

From Government to Business Firms 

1 Government services to business 

2 Money payments (for purchases and transfer 
payments) 
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Business Cards 



ENTREPRENEUR 




EGONO 



4. 




ECONO 




E C O N O 




ECONO 




E C O N O 




THE OMITED STATES OF AMERICA 



$100 



100 ( ONE HUNDRED DOLLARS 1100 





THE UNITED STATES OF AMERICA 



$100 



ONE HUNDRED DOLLARS 





THE UNITED STATES OF AMERICA 



$100 



)1 00 T ONE HUNDRED DOLLARS "T100 





THE UNITCD STATES OF AMERICA 

$100 

ONE HUNDRED DOLLARS 1100 




THE UNITED STATES OF AMERICA 

$100 

1100 f ONE HUNDRED DOLLARS 






THE UNITED STATES OF AMERICA 

$100 

)100 f ONE HUNDRED DOLLARS T100 




THE UNITED STATES OF AMERICA 




$100 

1100 I ONE HUNDRED,gOLLARS 





THE UNITED STATES OF AMERICA 

$100 

ONE HUNDRED DOLLARS ^100 




100 



L THE UNITED STATES OF AMERICA 



^ $100 

^100] ONE HUNDRED DOLLARS ~T 100 
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EARNING A LIVING 



Name 



Class . 



OVERVIEW: 

Individuals function as both consumers and pro- 
ducers. In the U.S. economy, consumers use dollars 
to buy the goods and services that business firms pro- 
duce. The markets in which these exchanges take place 
are known as product markets. The local grocery store 
is one example of a producf market. Can you think of 
others? 

Individuals also function as producers by supplying 
productive /esources to businesses, Which use these 
resources to produce goods and services. The markets 
in which these exchanges take place are known as 
factor markets (or resource markets). Examples of 
factor markets are the hiring of workers by a business 
firm, as well as the savings individuals place in a bank, 
plus the bonds, common 'stocks? etc.. .that are lent to 
or invested in a business -firm; Payments for savings 
(including bonds) lent to others is called interest; earn- 
ings paid to the owners of common stocks are called 
dividends. - • & 

There are three categories of productive resources 
used to produce goods and services. They afe human 
resources, natural resources, and capital goods. 

Human resources are the pumber of people that 
are available for work and the ability, quality, and mo- 
tivation of these individuals. Tho^quality of human re- 
"sources reflects the health of people and their past 
efforts'tp improve their skills,' knowledge, and motivation 
through education and training. Businesses pay wages 
and salarieB to households— actually, to the individuals 
in^lhose households--^or the use of labor resources. 
Approximately 75 percent of all incorrie earned in the 
U.S. economy represents labor income. 

The ability of some people to organize economic 
activity by taking the risks associated with starting a 
business or introducing a good or service into the mar- 
ketplace in hopes of earning a profit is given a special 
name, entrepreneurship. In our'economy the owners 
of business firms are the entrepreneurs. If a business 
firm IS successful in selling its product for more than it 
costs to produce it, then the business earns a profit. If 
it is unsuccessful, it will incur a loss. Profits represent 
the return to business for risk-taking, motivation, effi- 



ciency, or some type of monopoly power— perhaps for 
all of the foregoing. 

. In order to earn profits, businesses must st^ply 
fSroducts that households want to buy. If a. business 
firm doesn't produce what households want to buy or 
if it doesn't keep its costs of production down enough 
to compete with other producers, it will . incur losses. A 
firm will eventually go bankrupt if its losses continue 
long enough. 

Naturaf resources are the gifts of nature. They 
include land, tirriber, water, fish, oil and mineral de- 
posits, the fertility of the soil, and climatic conditions. 
Some natural resources, such as timber, are renewa- 
ble, and others, such as oil, are not. . . 

Capital ^oods are the manufactured or con- 
structed means with which production is 'carried on. 
They include.buildings, machinery, and equipment used 
by bjusiness in the production process. When such items 
are^not owned by the business, that uses them, the 
users pays the owner a fee for the right to such use. 
(Incidentally, in everyday speech people commonly re- 
fer \o money as capital, but in economics the terms 
capital or capital goods refer to the buildings, machines, 
etc. th'at' produce goods or^services.) 



INSTRUCTIONS FOR THE EARNING A 
LIVING GAME: 

In this game you will play the role of either a house- 
hold or a business. Read carefully about the function 
of each in the game. Your teacher will assign you your 
role. 

Households: Your function is to sell to business 
the human resources, natural resources, and capital 
goods it must have to produce a product.^ You should 



1 Corporations are also owners of natural resources and caprtal 
goods, but the owners of a corporation — that is, Its stockholders — 
are famliles and Individuals or their representatives. 



From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985, Joint (S^ouncil on Economic Education. 
2 Parl<^ Avenue. New Yorl<. NY''10016. 
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use the income you earn from selling these resources 
^to buy from business the goods an^d sen/ices your 
household requires, Xhese.-goods atKj services are 
called ECONOS in this game. You can\satisfy all your 
household needs and desires by purchasing ECONOS, 
which are the products produced by business in the 
Earning a Living Game. Your success as a household 
will be measured according to how many EupNps you . 
are able to accumulate during the game. Yau'hav^ been 
given 15 Re5ources cards. In order to buy ECONOS, 
. you must sell your resources to businesses knd then 
use the income you make to acquire ECONQS. You 
- shouldh't 6ell all your resources immediately. bfecause 
their prices may change as the game goes on, but, in 
general, the more resources you sell, the more money, 
you Will earn to acquire ECONOS. Do'not hoard your 
resources because only the value of ECONOS will count 
at the end of the game. _ 

r • Business Firms: Your function is to supply to 
^useholds the goods and sen/ices they desire and 
earn a profit in the process. In this game the only prod- 
• ucts households want to buy. are ECONOS. In order to 
make one ECONO, you mOst act as. an entrepreneur 
and acquire 1 unit of human resources'X unit of natural 
resources, and 1 unit of capital goods. Mour firm must 
'buy these resources from households at the best price 
you can negotiate. Once you have accumulated A unit 
of each, you may turn them in at the class factory, which 



will produce 1 ECONO for you. You are then free.to 
sell the ECONO to any household for the best price 
you can hegotiate. In order to earn a profit, yo4 must- 
sell the ECONO for more thah your costs of produotidn, 
which in Ihis game include the wages and salaries paid 
labor arid the rent-and interest paid for the use of natural 
resources and capital goods. Ypu can' then use the 
money you receive from the sale to acquire additional 
resources in order to produce more ECONOSv You wJII 
receive $1,OQO to start. the game. Your business sue?-, 
cess will be measured according to >iow piany dollars 
ofiprofit you are able to earn during the game. Plan to 
have allj your products sold by the dnd of the game. If 
youtun put ofmoney cdmplptely and have no ECONOS 
to sell, you .must shout "bankrupt," return to yqyr seat, 
and' quit,th0 game. ^ "* , ^ 

A >|tord about Pricing: Only $100 bills.are used 
Jn this g3me. It i^ossiblq to arrive at prices other thari 
$100, $200, $306,"etc.,'^for resources and ECONOS by 
combining several items in a single transaction* For 
' instance, two Resources cards could be sold for $300, 
which is the equivalent of $156 each; five pards could- ' 
be sold for $300, which is the equivglont of $60 each. - 
However, you must agree on a price for>hich an ex- 
change can take place using the morfey in the game.- 
A suggested price; range for Resources cards would 
be intthe $50'to $300 'range, although any other price 
that the buyer and seller can agree'on is acceptable. 
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Handout 3-2 



THE CIRCULAR FLOW OF ECONOMIC ACTIVITY 

• • • . 

Name — : . ■. : : — — ul. Class : 

I Owners of rpsources (families and individuals) supply the services of their land, labor, and capital to businesses* 
•in exchange for money income payments inMhe form of wages, salaries, rents, interest, and profitsi Owners of the 
resources in turn- use these income payments to purchase the finished goods and services supplied by the businesses. 
Business firms .then use the proceeds from these sales to pay the resource owners for the services the firms receive 
by employing the resources. This* is how the circular flow of resources, goods, services, and money income payments 

is established and maintained. ' " ^ 

/■ 

. II In the circular flow chart (diagram) below, the curved lines with arrows show the direction of payments and 
• products that flow to and from households and businesses. The- outer set of lines shows the flow of income (money 
payments-). The inner set of lines shows the flow of products and se'^ices for which the payments are made. Label 
the lines to describe what the two sets of flows consist of. (One label for the flow .of products and services has already 
been written in to help you get started,) 




' From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985. Joint Council on Economic Education, 
2 Park Avenue. New York, NY 10016. 
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Handout 3-2 (concluded) 



« III • Now ,try to expand the circular flow chart to include government. Resource owners sell the services of some 
of their labor and other resources to- governments as well as to businesses, and. businesses sell some of their finished 
goods and services to governments as weJI as to individual resource owners. Moreover, governments collect money 
payments from both businesses and individual resource owners and also make money payments to both of these 
groups. In the space below list all the appropriate flows you^an think of. 

From Resource Owners (Families and Individuals) to Government 

1 : . 

2 , ^ , , ^ 

• From Businesses to Governments 

1 I : ! : ; . : = : \ . 

2 . . . . : . . . 

• From Government to Resource Owners 

-r-'-liz:^ : ^ V : 

2 . : : . [ . . -. 

• From Govemment to Business Firms 

1 ■ - - : ^_ . 

2 . '. - '. 
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Handout 3-3 



The Circular Flow of Resources, Goods, Services, and Money Payments 



■ 




RESOURCE OWNERS 



Money Payments (Sales Dollars>. 
THE PRODUCT MARKET 



'Finished Goods and Services ^« 



BUSINESS FIRMS 



• Productive Services ••••••••• 

THE FACTOR MARKET 

ilMoney Income Payments (Wages, Rents, Interest, Profit) 



SOURCE; Master Curriculum Guide in Economics: A Frameworl< for Teaching the Basic Concepts, 2nd edition (New York: Joint Council 
Economic Education, 1984), p. 23. 
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Handout 3-4 



Governments in the Circular Flow of Resources, Goods, Services, and Money Payments 



H^^^^ Money Payments (Sales Dollars) ^^^h 

PRODUCT MARKETS 
Finished Goods and Services to Resource Owners 



Money Payments (Taxes) i 



» Government Services^ 
to Resource Owners 



RESOURCE 
OWNERS 



GOVERNMENTS 



Productive Services 
to Governments 



^ Money Income Payments (Wages, Rent, Interest, 
Profit, and Transfer Payments) < 



t 



Money Payments (Purchases & 
Transfer Payments) 



.Finished Goods & Services^ 
to Governments 



BUSINESS 
FIRMS 



» w Government Services ...^....^J 
to Business Firms 



■ Money Payments (Taxes) 



• • • • • 9^ Productive Services to Business Firms ••••••••• 

FACTOR MARKETS 
Money Incdme Payments (Wages, Rent, Interest, Profit) 



^ SOURCE: Master Curriculum Guide In Economics: A Framework for Teaching the Basic Concepts, 2nd edition (New York: Joint Council on Economic Education, 1984), p. 32. 
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Getting More or Using Less 



TIME REQUIRED Two class periods 

CONCEPTS Productivity 

Division of labor 
Investment in capital goods 

INSTRUCTIONAL OBJECTIVES -Students v/ill - 

• Dfefine productivity. 

• Explain how investment in capital goods and 
the division of labor improve productivity. 

• Explain why productivity growth is important 
to the economy. 

RATIONALE Because scarcity is the fundamental 
' . economic problem, people try to get as much out- 
put as possible from their available resources. 
Therefore, they try to increase productivity, which 
is defined as th6 amount of output of goods and 
services produced per unit of resources used (in-* 
put). This simulation helps students learn how the 
division of labor and Investment in capital goods 
improve productivity. Students will also examine 
productivity trends in the United States and ana- 
lyse their economic effects. Give & Take program 
6, "A Key to Productivity," furnishes a good intro- 
duction to this lesson. 

<^ MATERIALS 

1 A large supply of 8 V2' by 11 " scrap paper. You 
may also use bigger sizes. ^ 

2 A large supply of paper clips and pens. 

3 A copy of Handout 4-1 for dach group. 

4 A copy of Handout 4-2 for each student. 

PROCEDURE _ 

1 Divide the class into book companies com- 
posed of four or five students. Each group should 
choose a name for its company. 



2 Tell the students they are to make as many 
books in three minutes as they can. However, a 
quality control officer (you) will inspect each book 
before it is counted as a finished /product. Only 
complete books that pass your inspeciion will count. 

3 Demonstrate how to construct a book. Tear 
a piece of paper in half, put the /halves together, 
and tear the two halves in half again, making four 
quarters. Put the four quartersTtogether and fold 
them in the middle, making a l4-page book plus 
cover. Place a paper clip on the upper left-hand 
comer to hold the book together. Write the name 
of the company on the cover, and number the even 
(left-hand) interior pages from 2 through 14. That 
is a completed product. ' 

4 • Distribute the paper and paper clips to the 
groups. Let each student make a practice book. 
Check to be sure all students understand what they 
must do. Then discard all the practice books. 

5 Give ""a copy of Handout 4-1 to each group. 
Tell students they must record the results of their 
book production. Be sure they understand all the 
categories for which they must record data on the 
handout. 

6 Clear all desks^xcept for the worksheet, 
^ paper, paper clips, and one pen per company, 

7 Round 1. Infornf the students that all the 
workers in each company must share the one pen. 
Each^student must work aZoae to make the entire 
book. There can be no specialization. 

8 Allow the students three minutes for the 
production of the books. 

9 Have each company record its data on 
Handout 4-1. Review the results to make sure the 
groups have recorded their data correctly. 

10 Round 2. Allow students to introduce di- 
vision of labor— that is, have them break down the 
production of the book into a series of steps, and 
then assign each member of the group to perform 
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one or two of these specific steps. Give stiJdents a 
few moments to decide how to* organize their pro- 
duction, but restrict each company to one pen. 

11 ' Repeat steps 8 and 9. 

12 Round 3. Allow each company to "buy" as 
many additional pens at 50 cents each as they care 
to. (The pens will constitute the capital goods the 
groups will use.) 

13 Repeat steps 8 and 9. 

^ 14 Round 4 (Optional). Allow companies to 
"fire" any "extra" workers. Perhaps the fifth work- 
er's activity dofes not really helpt)utput much. Allow 
the "fired" workers to form their own companies. 

15 Repeat steps 8 and 9. 

16 Round 5 (OpfloNAL). Place restrictions on 
the workers. Each worker might be required to take 
a rest break or to place a paper bag over his or her 
head for protection from factory air pollution. One 
worker, could be designated as a "pollution moni- 
tor." 

17 Repeat steps 8 and 9. 

18 Give students the following general defini- 
tion of product^ity: productivity is the ratio of the . 
amount of output of goods or services produced 
per unit of input. Ask the students to pick out the 
data categories in the entries in the Sample column 
of Handout 4-1 that were used in calculating the 
productivity ratio shown on line 10. Explain that 
the ratio rises as productivity improves. 

19 Discuss Handout 4-1 by asking the follow- 
ing questions: 

• What effect did the division of labor in 
round 2 have on productivity? (Students 
must interpret their data. The division of 
labor should have improved productivity. ) 

• Which did you enjoy most: making the 
whole book or doing only part of the job? 
(Answers will vary.) 

• Did the division of labor lead to a more ' 
uniform product? (It should have, because 
each person repeats only one or two tasks.) 

• What effect did investing in additional 
capital goods (pens) in round 3 have on pro- 
ductivity? (Capital investment should im- 
prove productivity. ) 

• What effect did firing workers in round 
4 have on productivity? (If the extra workers 
were not needed, firing workers would have 
improved productivity. If they were needed, 
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their loss should have lowered' productiv- 
ity.) 

' • What effect did increased productivity 
have on average cost?. (It lowered average 
cost.) 

• What new costs were incurred by at- 
tempts to increase productivity? (Buying 
additional capital goods — the extra pens — 
increased costs.) 

• Why is it important to increase, produc-. 
tivity? (It allows a society to obtain more 
goods and services from its scarce re- 
sources.) 

• What are some steps that can be taken 
to increase productivity? (Set up a division 
of labor, use more and better capital equip- 
ment, train workers better, reduce the 
number of excess workers — ^if any.) 

20 Give a copy of Handout 4-2 to each student 
or use the handout as a transparency. Discuss the 
productivity data with the class to be sure everyone 
understands them. Productivity in the U.S. was 
generally rising from the end of World War II until 
the latter 1970s. The rate of growth in productivity 
decreased beginning in the mid-1960s and actually 
fell in 1974, 1979, ^ 1980, and. 1981. After the dis- 
cussion, have students answer the questions at the 
bottom of the handout. y 

21 Discuss the. answers to the questions on 
Handout 4-2. , 



EVALUATION Assess the quality of student an- 
swers to discussion questions 



ANSWERS FOR HANDOUT 4-2 

1 What has been the trend of productivity in 
the United States since 1948? What were some of 
the causes of that trend? (Productivity has gen- 
erallybeen increasing, but at a decreasing rate after 
the mid-1960s. It about doubled from 19,48 to 1984. 
One important reason for the doubling was that 
the production of goods and services became in- 
creasingly mechanized and the machinery and pro- 
duction techniques used were continually im- 
proved. A second important reason was that the 
level of education and the level of skill of the labor 
force Qontiniially rose.) 

. <i 

2 What was the trend in productivity between 
1977 to 1982? (The trend was virtually flat from 
1977 to 1982.) 



. 61 



3 What were some of the effects of the trend 
between 1977 and 1982? (Because the trend oiF 
productivity from 1977 to 1982 was flat, the infla- 
tion experienced during.. those years was greater 
than it would otherwise have been and the level of 
living in the rose comparatively slowly. This 
productivity trend also decreased the competitive- 
ness of U-.'S.-made goods in foreign markets, i.e. 
the competiveness of U.S. exports.) 

• ' e. 

4 . What happened to productivity in 1983-84? 
(The economy had previously been in a recession 
and it began recovering from that recession in De- 



c^rnber of 1982. In a recession, productivity gen- 
erally rises at less than its long-term trend, or 
declines. Productivity usually increases when the 
economy emerges from a recession, as was the case 
in early 1"983, because businesses tend; to have idle 
machinery and e^tra workers at such times and 
can therefore produce more without adding ma- 
chineiry and labor. Some people believe that policies 
of the Reagan administration helped increase pro- 
ductivity in 1983-84. These people claimed that 
tax policies fostered by that administration spurred . 
capital investment and that the administration re- 
duced hindrances to production from government 
regulations.) 





Name 



Handout 4-1 

WORKSHEET FOR CALCULATING PRODUCTIVITY 

, : : Class 





Sample 


Round 1 


Round 2 


Round 3 


Round 4 


Round 5 


1 No. of books produced 


4 












2 ■ Cost of materials (250 per book) ^ 


$1.00 












3 No. of workers 


4 












4 Wages ($1 .00 per worker) 


$4.00 












5 $2.00 rent for factory (desks) 


$2.00 












6 Investment in capital goods (500 per pen) 


$0.50 












7 Total costs . 


$7^0 












8 Cost per book (average cost) 


$1.88 


9 










9 Total time worked (3 minutes multiplied 
by no. of workers) 


12 mfn. 






■ 1— 






10 Output per minute worked (no. of books divided by - 
total no. of minutes worked) 


4 -r 12 

= 0.333 
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1977 = 100 
110 



Handout 4-2 

OUTPUT PER HOUR OF LABOR INPUT 

(total private business sector) \ 
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SOURCE: Economic' Report of the President, February 1985 (Washington, D.C.: U.S. Government Printing Office, 1985). , 



1 . What has been the trend of productivity in the United States since 1948? What were some of the causes of 
that trend? - 



2 What was tl^e trend between 1977 and 1982? 

3 What were some of the effects of the trend between 1977 and 1982? 1? 

4 What happened to productivity in 1983^84? 



From Master Curricuium Guide in Economics: Teaching Strategies lor High School Economics Courses. ,1 985. Joint Qouncii on Economic Education, 
2 Parl< Avenue, New Yorl<, NY 10016. ' ' 
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A Market in Wheat 



TiMEREQUiRKD Two OF three class periods 

CONCEPTS Supply and demand 
Markets and prices * 
Competition and market structure 
Charts and graphs** 



r 



INSTRUCTIONAL OBJECTIVES Students will 

• Describe the behavior of buyers and sellers in 
a competitive hiarketplace; 

• Explain how market prices are determined; 

• St^te what a demand schedule shows; 

• State what a supply schedule shows; 

• Explain che^terms supply and demand. 

RATIONALE The game in this lesson is designed 
to show students how a competitive market works. 
Although most product and service markets are not 
so competitive as the wheat market in this activity, 
by playing "A Market in Wheait" students can gain 
a better understanding of how prices are deter- 
mined in any market subject to the forces of supply 
and demand. 

MATERIALS 

1 Thirty-two buy cards (Figure 5-1) and 32 sell 
cards (Figure 5-2). Make cards according to the 
following distribution : " 



BUY CARDS 


SELL CARDS 


Buy 




SeU 




Price 


No. 


Price 


No. 


$3.50 


2 


$3.50 


4 


3.70 


2 


3.70 


6 


3.90 


2 


3.90 


6 


4.10 


2 


4.10 


4 


4.30 


4 


4.30 


. 4 


4.50 


4^ 


4.5D 


2 


4.70 


4 


4.70 


2- 


4.90 , 


4 


4.90 


2 


5.10 


4 


5.10 


2 


5.30 


4 







2 A transparency of Figure 5-3. 

3 A copy of Handouts 5-1. 5-2, 5-3. 5-4. and 5- 
5 for each student. / , 

4 A set of sellers' armbands, to be uised as de- 
scribed in Handout 5-1. Prepare these ahead of 
time. 

NOTE: This activity requires a class of at least 25 
students to be effective. Up to 50 students can par- 
ticipate if your room is large enough. 



PROCEDURK 



s 



1 Read Handout 5-1 with stu.dents. (NOTE: 
You may wish to designate a student to handle the 
distribution and receipt of the buy and sell cards 
during the game and another to record each trans- 
action on the tally sheet. Buy and sell cards should 
be kept separately and shuffled between rounds.) 

2 Clear center of room and designate it as the 
marketplace. 

3 Divide class into two equal groups. One 
group will be the sellers, the other the buyers. Ex- 
plain that buyers will be buyers -throughout the 
game, and sellers will be sellers throughout the 
game. Give sellers their armbands. 

4 ' Hand out individual score sheets (Handout 
5-2) on which participants can record their trans- 
actions. Review details of the score sheet if nec- 
essary. 

5 Make sure students understand how to cal- 
culate "profit" on their score sheets. 

6 Explain that you will conduct five rounds 
of trading sessions of five minutes each. After the 
first round, tell students it was for practice but 
that the next four rounds will count. Announce to 
the students when one minute remains in each 
round. 

7 After each trading round, allow students 
time to figure their net losses and gains — their 
"profit.^' Before discussion (Procedure 10) have stu- 



Thls version of The Wheat Game combines procedures used In "The Wheat Market Game," Tedcher's Manual/or Economics Readings 
for Students in Ninth Grade Social Science, by MIndella Schults (Developmental Economic Education Program (DEEP) of the Pittsburgh 
Public Schools, 1967). pp. 44-53. and "The Big Apple Game." In The Market Place: A Basic Unit on the American Economic System 
(Olympla, Wash..- Office of the Superintendent of Public Instruction. 1976; used by permission). ^ 
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dents calculate their total profit or loss in rounds 
2 through 5. . ^ 

8 Encourage students to make as many deals 
as they can in the time permitted. Explain that it 
is permissible to take a loss in order to get a new 
transaction card. Try not to give away the fact that 
the students who will have the highest profits are 
usually those who engage in the most transactions. 
This fact willjpe "discovered" during theciiscussion 
• following c(?mpletiori of the game (Procedure 10). 

9 During nontrading time between rounds 1 
and 2, direct students • attention to the market re- . 
cord on the tally sheet. Say that it contains useful 
information for fhem. Do not elaborate. 

10 Conduct postgame 'discussion: 

a What Was the price the wheat was most 
frequently sold at in each round? (Have stu- 
. dents examine data on their score sheets 
and on the'class tally sheet.) 

b In which round was there the greatest 
spread in price? (Examine data.) 

c Why did the prices become more clus- 
tered? (Greater competition is the most im- 
portant cause for the clustering of prices. 
This phenomenon represents the tendency - 
of a competitive; market to move toward an 
equilibrium price as information in- 
creases.) ^ . ^ 

d ' Who, determined the "market price" for 
wheat, buyers or sellers? (Both buyers and 
sellers did by their interaction in the mar- 
ketplace.) 

e How did supply and demand 

(Sellers-t-ried toget 

higher prices: buyers tried to get lower 
prices. Because fhere was- competition 
among members of each group, no one could 
exercise control over the price.) 

f Why were some students able to make 
more total profits than others? (Probable 
answer: They were able to conclude many 
transactions, each of which yielded a small 
profit.) 

1 1 The buy arid sell cards may also be used for <> 
an exercise in graphing. The information on the 
cards can be converted into supply .and demand 
schedules and employed to construct a graph. The 
graph will consist of a line for market supply and . 

a line for market demand. The point at which the 
lines intersect represents the market price for these 
schedules of supply and demand. 
Give the students Handouts 5-3 (blank graph) 



and 5/i (the summarized data). Tell the students- 
to construct the graph by placing dots at the points 
that correspond to all the combinations of prices 
and* quantities given in the supply schedule on 
.1': Handout 5-4. They should then do the same, but 
using crosses instead of dots, for the demand 
schedule. Connecting the supply dots produces the 
supply schedule; connecting the demand crosses 
produces the demand schedule. Remind the stu- 
dents to label each curve. When they have finished, 
project the accompanying completed graph or give 
each student a copy of it. 

The graph indicates that, if given enough time, 
a perfectly competitive market would reach an 
equilibrium price of $4.30 per bushel and that 240 
bushels of wheat would be sold at that price. Ob- . 
viously, a priceof about $4.30 will not prevail until 
students have played a few rounds or until tHey get" 
the full hang of the game. But as the students* 
experience accumulates, their transactions should 
start to joiove toward the equilibrium price. 

12 After students complete the graphing ex- 
ercise^ ask: • • 

.a What does the demand schedule show? 
(The quantities of wheat demanded at var- 
ious prices. Explain to students that this 
schedule is what economists mean by the 
shorthand term "demand. ") 

b What does- the supply schedule show? 
(The quantities of wheat supplied at various 
prices. Explain to students that this is what • 
economists mean by the shorthand term 
"supply.") , 

c What relationship exists between the 
price of a good or service and the quantity 
people are willing to buy? (When prices rise 
the quantity demanded decreases, and vice 
versa — assuming other conditions remain 
unchanged.) • 

d What relationship exists between the 
price of a good or service and the quantity 
people' are willing to supply or produce? 
(When prices rise, the quantity supplied in- 
creases, and vice versa — assuming other 
conditions remain unchanged.) 

13 OPTIONAL. Use to show the effects of changes 
in supply and in demand on price. 

a Conduct one or more additional rounds . 
of the gam^ but cut the number of sell cards 
of each denomination in half. Have stu- 
dents record their transaction prices and 
their gains or losses on their score sheets. 
Examine the tally sheet and ask students 
to explain how and why prices changed as 
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they did. (Prices should have increased be- 
cause of restricted supply. ) 

b Next, conduct one or more additional 
rounds with the number of buy cards of 
each" denomination cut in half. Have stu- 
dents record their transactions. Examine 
the tally sheet and ask students to explain 
how and why prices changed as they did. 
(Prices' should have decreased because of 
reduced demand.) 

EVALUATION T ^ 

1 Assess the quality of student contributions 
to class discussions. 

2 Have students take the Market Game Test 
(Handout 5-5). 

a What does the term "supply" mean? (The 
amount of a good or service that .would be 
offered for sale at various prices.) 

b What does the term "dema'nd" mean? (The 
amount of a good or service that buyers would 
be willing to purchase at various prices.) 

c In yaur own words, explain the law of sup- 
ply and demand, i.e. (1) the relationship be- 
tween quantity supplied and price and (2) the 
relationship between quantity demanded and 
-price. (Assuming other conditions remain 



unchanged, when price increases* the quan- 
tity demanded decreases, and when price de- 
creases, the quantity demanded 1^1ereases: 
when prices rise, the quantity supplied in- 
creases, and when prices fall the quantit\^ 
supplied decreases,) 

d Use the following terms lo complete the 
sentences below. You will not'^need to use all 
of the terms. . . ■ 

increase remain dnchanged fhe^dess 

decrease - ... be^greater 

(1) If everything else remains the same* 
the amount of wheat available fop sale 
at a price of $4.90 per bushel would 
probably be g rea ter than the amount 
available for sale at a price of $3*90 
per bushel. , 

(2) Howevei:, the demand for wheat 
would be less at $4.90 than at &3,90 
per bushel. 

(3) All things being equal, if less wheat 
were demancfed then thf prices 
charged for wheat would probably- 
decrease. 

(4) If the amount of w.heat for sale dou- 
bled and the amount of wheat people 
were willing to buy doubled, the price 
would probably remain unchangedi^'^ 



WHEAT SUPPLY AND DEMAND 



$5.30 
$5.10 
$4.90 



.c $4,50 

V) 

3 
ffi 

I $4.30- 

•s 

$4.10 
$3.90 
$3.70^ 
$3.50 
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Figure 5-1 

BUY CARDS 



1 You are authorized to - \ 

2 BUY 10 bushels of wheat, 
{ paying as little as 

2 possible. If you pay 
j more than $5.30 per 
1 bushel, for a total of 
} $53.00, you lose money. 


You are authorized to - \ 
BUY 10 bushels of wheat,-*^ ] 
paying as little as | 
possible. If you pay 
more than $5,10 per 
bushel, for a total of 
$51 .00, you lose money. 


You are authorized to \ 
BUY 10 bushels of wheat, { 
paying as little as | 
possible. If you pay { 
more than $4,90 per | 
bushel, for a total of | 
1 $49.00, you lose money, | 


{ You are authorized to 
V 1 BUY 10 bushels of wheat, 
1 paying as little as 
} possible. If you pay 
] more than $4,70 per 
1^ bushel, for a total of 
1 $47.00, you lose money. 


1 You are authorized to 
1 BUY 10 bushels of wheat, 
1 paying as little as 

possible. If you pay 
1 more than $4.50 per 

bushel, for a total of 
1 $45.00, you lose money. 


You are authorized to J 
1 BUY 10 bushels of wheat, | 
paying as little as { 
possible. If you pay { 
more than $4.30 per | 
bushel, for a total of j 
$43.00. you lose money, | 


{ You are. authorized to 
! BUY 10 bushels of wheat, 
I paying as little as 
1 possible. If you pay 
i, more than $4*1^0 per 
1 bushel, for a^total of 
1 $41.00» you lose money. 


You are authorized to 
1 BUY 10 bushels of wheat, 
paying as little as 
possible. If you pay 
more than $3.90 per 
bushel, for a total of ^ 
$39,00, you lose money. 


You are authorized to j 
1 BUY 10 bushels of wheat, | 
paying as little as | 
possible. If you pay j 
more than $3.70 per | 
1 bushel, for a total of j 
1 ' $37.00, you lose money. | 




You are authorized to 
BUY 10 bushels of wheat, 
paying as little as 
poss^blQ. If you pay 

1 more than $3,50 per 
bushel, for a total of 

1 , $35,00, you lose money. 

1 * 


t 
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Figure 5-2 j 

j SELL CARDS . 

/ ' ■ ' • 

/ . ' ■ 


You are authorized to 
SELL 10 bushels of 
wheat for as much as 
possible. If you accept less 
than $5.10 per 

bushel, for a total of . / 
$51.00, you lose money. \ 

■ . ■ i 
-----f- 


}^ . ■ j 

You are authorized to 
SELL 10 bushels of 
wheat for as much as 
possible. If you accept 
less than $4.90 per 
bushel, for a total of / . 
$49.00, you lose money, 

/ 


You are authorized to 
SELL 10 bushels of 
wheat for as much as 
. possible. If you accept 
less than $4.70 per 
bushel, for a total of 
$47.00, you lose money. 


You are authorized to | 
. SELL 10 bushels of ] 
wheat for as much as i 
possible. If you accept \ 
less than $4.50 per \ 
bushel, for a total of \ 
$45.00, you lose money. 


i You are authorized to 
I SELL 10 bushels of / 
r wheat for as much $s 
I possible. If you accept 
1 less than $4.30 per/ 
bushel, for a totah6f 
$43,00, you lose money. 

\ -.-....i 


You are authorized to 
SELL 10 bushels of 
wheat for as much as 
•possible. If you accept 
less than $4.10 per 
bushel, for a total of 
$41.00, you lose money. 


-You are authorized to - 
SELL 10 bushels of 1 
wheat for as much as 
possible. If you accept 
less than $3.90 per 
bushel, for a total of 
$39.00 you lose money. 


Vyou are authorized to 
'SELL 10 bushel^ of ' ; 
wheat for as much as | 
possible. If you accept 
less than $3.7D7per 
biishel, for a total of 
$37^00, you lose money. 


You are authorized to 
SELL 10 bushels of 
wheat for as much as 
possible. If you accept 
less than|$3.50 per 
bushel, for a total of 
$35.00, you lose money. 
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Figure 5-3 

CLASS TALLEY SHEET 



Price Per 
Bushel 


Round 1 


Round 2 


Round 3 


Round 4 


Round 5 


loiai OT 
Rounds 
2-5 


$3.50 














$3.70 














$3.90 




1 










$4.10 










• 




$4.30 












- • 


$4.50 














$4.70 














$4.90 














$5.10 














$5.30 
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Handout 5-4^ — — 

HOW TO PLAY "A MARKET IN WHEAT" 

Name , . _ , _ "€lass 



n=?ead these instructions carefully as your teacher 
reads them aloud. ' . . 

1 The students who wear arm bands are SELLERS 
of wheat. 

2 The students without arm bands are BUYERS of 
wheat. 

3 Each buyer will have only one buy order at a time. 
It will say, "You are authorized to buy 10 bushels of 
wheat, paying as little as possible. If you pay more 

than ______ per bushel, for a total of you lose 

money." The exact price and total will be written oh the 
order. DO NOT REVEAL THE PRICE. Record the price 
on your buy order on your studept score sheet. When 
the round starts, try to buy at the lowest price you can. 
You may buy at a price higher than that on your buy 
card in orderto obtain your wheat. As soon as you have 
bought wheat, record the transaction on your score 
sheet. Then, turn the buy and sell cards in and get 

- another buy order from the teacher. If you have bought 
no wheat during a round-, get a different buy order from 
the teacher before tlie start of the next round. 

4 Each seller will have only one sell order at a time. 
Jt will say, "You are authorized to SELL 10 bushels of 
wheat for as much as possible. If you accept less than 

per bushel, for a total of , you lose 

money." The exact price and total will be written on the 

. _order. DO NOT REVEAL THE PRICE. Record the price 



on your sell order on your student score sheet. When 
the round starts,- try to sell your wheat at the highest 
price you can. You may sell at a price lower than that 
on your sell order in order tg get rid of your wheat. As 
soon as you have sold wheat, record the transaction 
on your score sheet. Then go to the teacher to report 
the selling price and get another card. If you have sold 
no wheat during a round, get a different sell order from 
the teacher before the start of the next round. Remem- 
ber,' the SELLER reports the price. . 

5 When the teacher says "Start," sellers and buyers 
should meet and try to agree on a price for 10 bushels 
of wheat. Any buyer can tall< with any seller. 

6 The goal of both buyers and sellers is to make a 
profit. The buyers do so by buying wheat for a lower 
price than is shown on their cards. The sellers do so 
by selling for a higher price than is on^their cards. 

7 All students are free to mal<e as many transac- 
tions in a round as time permits. 

8 / Every time a seller reports an agreement to the 
teacher, it will be entered on the tally sheet the teacher 
is keeping. WATCH THE TALLY SHEET SO THAT 
YOU WILL KNOW WHAT PRICES ARE BEING PAID, 

9 As soon as. buyers and sellers receive new cards 
during a rounds they should return to the market to try 
to reach another agreement with each other or with 
different buyers and sellers. 



HOW TO USE THE SCORE SHEET (Handout 5-2) 

Keep track of your progress during the game on this score sheet. Tally your gaias and losses by taking the 
difference between the dollar worth of the ten bushels as stated on your card and the dollar worth of the transaction. 
If you are a buyer, you wilf make a gain if you buy at a lower total than the amount shown on your card. If you 
buy at a higher total, you will suffer a loss. - 

If you 'are a seller, you will gaih if you sell at a higher total than the amount shown on your card. At a lower 
total, you will suffer a loss. . 
When the teacher instructs you to do so, total your gains and losses and write them in the designated spaces. 
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Handout 5-2^ L— 

SCORE SHEET FOR "A MARKET TIM WHEAT" 

Name I . Class 



Circle one: ' Buyer Seller 





Price per Bushel 


Doiiar Worth of 
10 Busheis 






Profit 
(gain 
minus 
. loss) 


Transaction 
Number 


On Card 


in 

Transaction 


On Card 


In 
III 

Transaction 


Gain 


Loss 


1 
















2 
















3 
















4 
















TOTAL FOR ROUND 1 












.1 
















2 
















3 • 














• 


4 
















. TOTAL FOR ROUND 2 












1 
















2 














1 


'3 














I 


4 










- 






- TOTAL FOR-ROU^D 3 






- 


1 
















2 
















3 . 
















4 
















TOTAL FOR ROUND 4 








1 
















2 
















3 
















4 ' 
















TOTAL FOR ROUND 5 








GRAND 


TOTAL 
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Handout 5-3 

WHEAT SUPPLY ANP DEMAND 



ERIC 



$5.30 
• , $5.10 
$4.90 
$4.70 
1 $4.50 

CO ^ 
3 

CD 

I $4.30- 
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^ $4.10 
$3.90 
$3.70 
$3.50 
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Handout 5-4 



SUPPLY SGHEDULE: In the following .table, the supply schedule in the third 


column 


= cuniulative 'number of bushels of wheat available for sale at the price 


indicated or at a higher price. 






NO. OT oGMGiS WIHing 10 oGM 






10 Bushels of Wheat at the 






Price IrMlicated or 




Price 


at a Higher Price 


Supply Schedule 


$3.50 


4 sellers (= 40 bushels)- 


• 40 


3.70 


6 sellers (= 60 ^shels) 


100 


3.90 


6 sellers (= 60 bushels) ^ 


160 


4.10 


4 sellers (= 40 bushels) 


200 


4.30 


4 sellers ( = 40 bushels)' 


240 • , 


4.50 


2 sellers (= 20 bushels) 


260 


4.70 


2 sellers ( = 20 bushels) 


280 


4.90 


2 sellers (= 20 bushels) 


300 


5.10 


2 sellers (= 20 bushels) 


320 


DEIVIAND SCHEDULE: In the following table, the demand schedule in the'third 


column 


= cumulative number of bushels of wheat buyers would be willing and 


able to buy at the price indicated or at a lower price. 






No. of Buyers Willing to 






Buy 10 Bushels of Wheat 






at the Price Indicated 




Price 


or at a Lower Price 


Demand Schedule 


$5.30 


4 buyers (= 40 bushels) 


40 


5.10 


4 buyers (= 40 bushels) 


80 


4.90 


4 buyers (= 40 bushels) 


120 


4.70 


4 buyers (= 40 bushels) 


160 


4.50 


4 buyers (= 40 bushels) 


200 


4.30 


4 buyers (= 40 bushels) 


240 


4.10 


2 buyers (= 20 bushels) 


260 


3.90 


2 buyers (= 20 bushels) 


280 


3.70 


2 buyers (= 20 bushels) 


300 


3.50 


2 buyers (= 20 bushels) 


320 
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Handout 5-5 

MARKET GAME TEST 



Name : : — : = Class . 



a What does the term "s.upply" mean? . 



b What does the term "demand" mean? 



c In your own words, explain. the law of supply and demand, i.e. (1) the relationship between quantity supplied and 
price and (2) the relationship between quantity demanded and price. '. ■. t : 



d Use the following" terms to complete the sentences below. You will not need to use all of the terms. 

INCREASE REMAIN UNCHANGED ^ BE LESS 

DECREASE BE GREATER 

(1) If everything else remains the same, the amount of wheat avilable for saje ^t a price of $4.90 per bushe] would 
probabiy • - ^ than the amount available for sale at a price of $3.90 per bushel. 

(2) However, the demand for wheat would _.at $4.90 than at $3.90 per bushel. 

(3) ' All things being equal, if less wheat were demanded then the prices charged for wheat would probably 



(4) If the amount of wheat for sale doubled and the amount of wheat peoplie "were willing to buy doubled, the price 
would probably ■. ' — _- " _ — ■. 
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The Market Never Stands Still 



TIME REQUIRED Two class periods 

-CONCEPTS Supply and demand . — 
Markets and prices 
Graphs and charts 

INSTRUCTIONAL OBJECTIVES Students will 

• List and describe the determinants of demandr 

• List and describe the determinants of supply; 

• Determine, under specified conditions, in which 
direction a demand curve should shift; 

• Determine, under specified conditions, in which . 
direction a supply curve 'should shift; 

• Describe shifts in demand and supply curves 
as increases or decreases; 

• Explain the difference between a change in de- 
mand arid a change in the quantity demanded; 

• Explain the difference between a change in sup- - 
ply and a change in the quantity supplied. ' 

RATIONALE In order to comprehend the dynamic 
nature of competitive markets, studepts should 
understand the factors that affect supply and de- 
mand, that is, the determinants of supply and the 
determinants of demand. After studying these de- 
terminants, students should understand how shifts 
in supply and demand occur, 

MATERIALS . . 

1 A transparency of Handout 6- 1 and/or a copy 
of the handout for each student^, 

2 A copy of Handouts 6-2 and 6-3 for each stu- 
dent ^ 

3 An overhead projector 

PROCEDURE 

1 Project a transparency of Handout 6-1. You 
rnay also wish to provide a copy for all students so 
they can refer to Handout 6-1 when they work on 
Handouts 6-2 and 6-3. 

2 On the transparency of Handout 6-1, point 
out that a movement of demand from curve to 
curve D2 is an increase in demand for every given 
price. Such an increase is called a shijt in demand; 



If the demand were to shift from curve to curve 
Dp there would also be a shift in demand, but this 
shift would mean a decrease in demand for every 
given price. 

3 Drive-home to the students that an increase 
in the demand for doughnuts means that more 
doughnuts are demanded at every price. Ask ques- 
tions such as these: 

• What quantity of doughnuts is de- 
^ manded at point A? (20) At point B? (40) 

• What quantity is demanded at point C? 
(40) At point D? (60) 

• What quantity is demanded at point E? 
(50);At point F? (70) 

• What conclusion can- be drawn from 
these data? (On demand curve D2, 20 more 
doughnuts are demanded at every price than 
on demand curve D^.j 

4 Ask a student to draw a curve on the trans- 
■ parency that illustrates a decrease in demand from 

Dp Have the student label the curve Dq. (Curve D^ 
should be to the left of Dp) , " 

5 Ask the students whether a movement from 
point A to point C on curve D^ shows an increase 

Jin the demand for ^doughnuts. (No. It shows an 
[ increase in the quantity demanded^ which was 
* caused by a decrease in price from $2.00 to $1.00. 
Stress— and make sure students understand — that 
a movement along a demand curve is called a change 
in the quantity demanded; a shift in position of 
the entire curve is called a change in demand. This 
distinction is vital.) 

6 Explain the determingints of demand, i.e., 
the factors that cause a shift in demand. Some of 
the determinants of demand are: • 

• A change in consumer tastes. If a new 
stQdy reveiied that doughnuts are very nu- 
tritious, the demand for doughnuts prob- 
ably would increase. If a new study said, 
doughnuts are a harmful food, the demand 
for doughnuts would probably decrease. 

• A change in income. If people earn more 
TTioney, they may buy more doughnuts; if 
- they earn less money, they may buy fewer, 

• A change in the number of consumers. 



• A change in the price of complementary 
goodsr-lfthe price of coffee increases, people 

may buy fewer doughnuts to eat with coffee » 
because they drink less coffee. If the. price 
of coffee goes down and peoplie drink more, 
coffee, they may also buy more doughnuts. 

• A change in the price oTsubstitute goods. 
If the price of cereal increases, people may 
eat more doughnuts for breakfast instead 
of cereal; if the price of cereal decreases they 
may eat fewer doughnuts for breakfast. 

, -•A change in consumer elkpectations. If 
the price of doi4ghnuts is expected to rise, 
people may buy more today than they would 
otherwise and freeze some of thedoughnuts 
to eat later. They will then buy fewer dough- 
nuts later. Consumer expectations may play 
a particularly important role in the demand 
for goods that cost a good deal — everything 
from major articles of clothing to automo- 
biles. If consumers expect prices to go down 
because of seasonal changes or to make way 
for forthcoming new styles and models, con- 
sumers may delay their purchasing. 

7 ' Distribute a copy of Handout 6-2 to each 
student. Gq over the instructions with the stu- 
dents. Have them work individually or in small " 
grdUps to complete the handout. If you stressed 
the determinants of demand, have the class do the 
optional exercise too. * 

8 Discuss the answers to the handout. 

9 Project the transparency of Handout 6-1 
again. Point out to the students that a movement 
of supply from curve Sj to curve Sr, is an increase 
in supply for every given price. Such an increase 
is called a shift in supply. If supply were to shift 
from curve to curve Sj, there would also be a 
shift in supply, but this shift would indicate a de- 
crease in supply. 

10 Drive home to the students that an increase 
•in the supply of doughnuts means that more 
doughnuts are supplied at every price. Ask ques- 
tions such as these: 

• What quantity of doughnuts is supplied 
at point A? (60) At point B? (70) 

• What quantity is supplied at point C? 
(40) At point D? (50) 

• What quantity is supplied at point E? 
' (30) At point F? (40) ^ • 

• What conclusions can be drawn from 
these data? (On supply schedule S2, 10 more 



doughnuts are supplied at every price com- 
pared to schedule Sj.) 

^ 1 i Ask a student to draw a curve on the trans- 
parency to illustrate a decrease in supply from 
Have the student label the curve Sq. (Curve So should 
be to the left of S^.) 

12 Ask the students whether a movement from 
point D to points shows an increase in the supply 
of doughnuts. (No. It "shows an increase in the 
quantity supplied, which was caused by an irir 
crease in price from $1.00 to $2,00. Stress — ;and ; 
make sure students understand — that a movement 
along a supply curve is called a change in the quan- 
tity supplied; a shift of the entire curve is called a 
change in supply. This distinction is vital.) 

13 Explain the determinants of supply, i.e. the 
factors that cause a shift in supply. Some of the 
determinants of supply are: 

• A change in th^ost of production. Any- 
thing that increases production costs will 
^TTift the supply curve to. the left, i.e.,* every 
quantity^ will cost more to produce and^will 
beaf a higher market price. Anything that 
decreases production costs will shift the 
supply curve to the right, i.e., every quan- 
tity will cost less to produce and will bear a 
lower market price. Thus, an increase in 

•'doughnut makers' wages or in the price of 
flour would cause a decrease in the supply 
of doughnuts at a given price, and,a decline 
in wages or. the price of flour would cause 
an increase in the supply of doughnuts at 
a given price. 

• An improvement in technology. Tech- 
nological advances in production raise pro- 
ductivity and increase supply. A new, more - 
efficient doughnut cooker would increase* • 
the supply of doughnuts. 

• Natural disasters and other events can 
cause decreases in production. Poor weather 
in ^yheat-growing areas would probably de- 
crease the supply of doughnuts. A strike by 
workers in doughnut factories could de- 
crease supply — and in a major way if the 
strike went on for a long tihie, 

• Government policies; for example, a tax 
on doughnuts would increase their cost and 
price and lead to a decrease in supply. Tar- 
iffs . and quotas on imported doughnuts 
would decrease supply. 

14 Distribute^a copy of Handout 6-3 to each 
student. Go over the instructions with the stu- 
dents. Have them work individually or in small 
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groups to complete the handout. If you stressed 
the determinants oLsupply, h^ the class do the 
optional exercise too. ^ 

15 Discuss the answers to the handout. 



' EVALUATION 

1 Examine the students' work on Handouts 6-, 

2 and 6-3. a 

2 Ask students to select items from recent 
newspapers QF magazines th^t illustrate increases 
or decrease's in supply or demand. Have them pre^ 
pare a brief explanation to accompany each item. 

ANSWERS TO QUESTIONS IN HANDOUTS 
Handout 6-2 



1 increase, D 

2 increase, E 

3 decrease, D 

4 decrease, C 



5 
6 
7 
8 



no change, C 
decrease, B 
decrease, A 
increase, B 



Optional Bonus: 

Consumer expectations— 1 
Consumer tastes — 4, 8 
Number of consumers- 
Income — 6 
Substitute— 3 
Complement— 7 



Handout 6-3 

1 increase, D .5 

2 increase, E 6 

3 decrease, D 7 

4 decrease, C 

Optional Bonus: . . ■ 

Change in the cost of production — 1, 5 
Change in technology — 2 
Natural disaster/otlief event — 3, 6 
Government policies — 4 



decrease, B 
dec^^ase, A I 
no change, A 
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Name 



Handout 6-1 

SHIFTS IN DEMAND AND SUPPLY 



2.00 ■■ 

0) 

■H 1.50 + 

CL 

I 1.00 + 
o 
Q 

.50 + 




+ 



+ 




^P 20 30 40 50 60- 70 80 
Quantity of doughnuts per day 



INCREASES 
- DECREASES 



SUPPLY 





2.00 -- 








1.50 -■ 


a 




k. 




w 


1.00'-- 


o 




Q 




^.50'-- 




— I 1 1 1— —I 1 ' 

0 10 20-30 40 50 60 70 80 

Quantity of doughnuts per day 

> INCREASES — > 



, DECREASES < 
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Handout 6-2 

REASONS FOR CHANGES IN DEMAND 



Name , 



Class . 



o 



BCD E 




Beef consumptiort in May (Q) 



Read the following eight newspaper headlines, h' 
each case decide if the event will cause a change -in 
the demand .for beef. If so, determine if it is an increase 
or a decrease, and write the correct answer. Begin at 
curve C. If you think headline 1 means there will be a 
decrease in demand, write "decrease" in the first blank 
and "B" in the second blank; move to curve B to do 
headline 2. If you think demand will increase, write 
"increase" and "D" in the blanks for headline 1; move 
to curve D to do headline 2. 

Move only^onfe curve at a time. Do not skip from 
say^A^o C even if you think the headline means there- 
will be a large change in demand. Do not go beyond 
the five curves. If you are at A and the next headline 
implies a decrease irr demand, you goofed somewhere. 
There is'one headline which implies that the demand 
for beef does not change. " 



MIGRATORY BIRDS HEAD, NORTH; SUMMER AWAITS 

Demand :: Curve, . — 



1 

REAL INCQME FOR AMERICANS DROPS 3RD MONTH IN 
ROW . 

Demand . : Curve ^ 



CHARCOAL SHORTAGE TOREATENS MEMORIAL DAY 
COOKOUTS 

Demand ^ — ! . Curve, ^ 

NATIONWIDE FAD: THE DlSCO-BU>IGeR 

Demand-.: — . ~ -Curve,.... 



1 PRICE OF BEEF TO RISE IN JUNE 

Demand — , 



Curve , 



MILLIONS OF ALIENS SWELL U,S, POPULATION 

Demand . — Curve — 



PORK PRICES DROP \ 

Demand 14 



Curve. 



SURGEON GENERAL WARNS THAT EATING BEEF CAN 
BE HAZARDOUS TO HEALTH " 

Demand : : Curve — — 



Optional bonus:- Categorize each change in demand 
in the exercise at)ove according to the. reason that cte- 
mand changed. Write the number of the headfine(s) 
next to the reason for the change in demand. One 
category will have two headline numbers.'' 



, A change in consumer expectations 
. A change in consumer tastes 
.A change in the nOmbar oi consumers m the 
rrfarkel ^ . 

-A change in inconia 

.A change in the price of a subslitufe good 



. A change in thepnca.of acompiemamarygood 
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Handout 6-3 

REASONS FOR CHANGE IN SUPPLY 



Name 



Class . 




'§upply of ior^ign-aB^ (domestically produced 
cars irt the U.S. (Q) ' 



' Read iha following severe newspeperlieadlines. In 
aach cas0, decide if the avent wilf cause any change 
tn the supply of oars, if so, delermine if it 1$ an increase 
Of a decmase. and write the correct answer. Begin a* 
curve Cr If you think headline 1 means there will be a. 
dacmasa in $yppfy, write ^'dacreasa" in the first blank 
and "B" in the second blank; move to curva B to do j 
haadlina 2. ff you think supply will increase^ writa 
crease*^ and V^ mJjBJo^^^ move to 

--ef;jfV0^'"trio do headline 3. 

hrtova only una curve at a tima. Do not skip from 
say >^ to C even if you think the headline means there 
wii! be a large change Jn supply. Do nrot go beyond the 
five curves. If you are at A and the next headline implies 
a decrease in supply* you»goofed somewhem. There 
IS one headline which^ implies that- the supply of csfrs 
does not change. 

i AUTO WORKERS UNION AGREES TO WAGE AND FRINGE 
CUTS 

Supply -M , — « — ,„ ■ \ . Curve — l 

U t^BW ROBOT TECRNOlOay INCREASES Ef FlClENGY 

Supply. '..^ , ^ ; Gunfe : , , ,, 

3 NATIONWIDE AUTO STRIKE BEGAN AT MIDNIGHT 

Supply- — : ■ Cun/e 



-NEW AUTO IMPORT QUOTAS REDUCE FLOW OF FOR- 
'EIONCARS * - 

Supply Curve 



6 , 



COST OF STEEL RISES 

Supply— 



Curve . 



, AUTp PRODUCER GOES BANKRUPT. CLOSES OPER- 
' AtlON 

Supply : , Cun/e 

BUYERS REJECT NEW MODELS 

Supply Cun/e 



Optional bonusj Categorize each change in supply 
according to the reason that affected supply. Write the 
number of the headline next to the reason for the change 
in supply, tn sorrie cases, more than one headline could 
be matched to a reason. 



. A change in the cost of production 
. A change ih techrrology 
. Natural disaster/other event that causes de- 
crease in production . 
. Government policies 



f i'V-'tt^'jv^ Qt*iae £c'^rf,rm<:^ Teaahir.g Smt^gms for High Sahooi Eatynomfcs Courses 1985 Joint CouncH on Econonntc Education, 



69 



83 



Lesson / HHvpHMH 

j \ 

The Equilibrium Price and Qqantity 



TIME REQUIRED Two class periods 

CONCEPTS Markets and'^prites 

Supply and demand ^ 
Market-clearing price 
Market-clearing quantity 

INSTRUCTIONAL OBJECTIVES Students Will 

Use supply and demand graphs to determine 
v/hat the market-clearing price and quantity are; 

• Analyze the effects of increases and decreases 
in supply and demand on price and quantity; 

• Distinguish between shifts in supply and de- 
mand and'changes in quantities supplied and de- 
manded.. 

RATIONALE The forces of supply and demand work 
to establish a price at which |the quantity of goods 
and services people want to buy is equal to the 
quantity suppliers wish to provide. This lesson will 
help students use the concepts of supply and de- 
mand to determine the equilibrium price ^nd 
quantity and to determine how changes in the mar- 
ket affect price and quantity. 

MATERIALS 

1 A copy of Handouts 7-1, 7-2; and 7-3 for each 
student 

2 A transparency of Visual 7-1 

3 An overhead projector 

PROCEDURE 

1 Distribute copies of Handouts 7-1 and 7-2 to 
each student. Explain to the students that they 
should follow Handout 7-1 step by step. When the 
directions in the handout indicate that supply and 
-demand curves should be .plotted, students should 
do so on the chart provided in Handout 7-2. In 
answering some of the questions Qn Handout 7-1. 
students will have to refer to the supply and de- 
mand curves they drew on Handout 7-2. 

2 Go over the answers to Handout 7-1. Project 
the transparency of Visual 7-1. which shows the^ 
correct supply and demand cuii^es. Make sur& the 



-students, understand tliC difference between 
changes il;i quantity supplied and demanded and 
shifts in supply and demand. 

3 After ypu have gone over the answers, discuss 
questions such as these: 

• What can caus^th^jquantity^-deniandea^ 
of gasoline to change? (A change in the price 
of gasolipe) 

e What can change the demand for gaso- 
line? (Students should be able to give ex- 
amples of feach of the determinants of demand 
as listed iti Lesson 6.) 

• What happens to equilibrium price and 
quantity when demand increases? (Equilib- 
rium price, and the quantity exchanged in- 
crease.) _ 

• What happens to equilibrium price and 
quantity when demand decreases? (Equilib- 
rium price ^nd the quantity exchanged de- 
crease.) 

• What;Caii cause the quantity supplied of 
gasoline to change? (A change in the price of 
gasoline) 

• What can change the supply of gasoline? 
(Students should be able to give examples of 
the determinants of supply as listed in Les- 
son 6.) 

• What hap^Dcns to equilibrium price and 
quantity wheii supply decreases? (F^rice rises 
and the quantity exchanged falls.) 

• What happens to" equilibrium price and 
quantity whert supply.lncreases? (I'rice falls 
and the quantity exchanged rises.) 

<, 

EVALUATION Use Handout 7-3. Have students 
complete the handout. Assess their answers. 

ANSWERS FOR HANDOUT 7-1 

1 What is the relationship between price and 
quantity of gasoline demanded? (The higher the 
price, the lower the quantity demanded. The re- 
lationship is inverse.) 
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2 What is the relationship between price and 
quantity of gasoline supplied? (The higher the price, 
the higher the quantity supplied. The relationship 
is direct.) 

3 Market-clearing price =^ S.8o\ market-clear- 
ing quantity ^ 40 million gallons bought and sold. 

4 Why is this the market-clearing prlce?(It is 
the point at which the supply and demand curves 
intersect, and the market ''cleaTs/j^e^^Jhe.qi^ 
su£piiexLJtxi-4h^ Hit^^ de- 
manded in the market. At higher prices, producers 

, would not be able to all that is supplied. The 
resulting surplus would tend to cause prices to fall. 
At prices lowef than $0.80, a .shortage would de- 
velop and tend to cause prices to rise.) 

5 Market-clearing price - $1.20; market-clear- 
ing supply ^ 55 million gallons bought and sold. 

6 Market-clearing price ^ $ 1 .45: marke^clear- 
ing supply ^ 45 million gallons bought and sold.' 

7 Indicate how the newspaper headlines affect 
supply and demand and equilibrium price and 
quantity. 

Demand Supply Price Quantity 



b 
c 
d 
e 



ANSWERS FOR HAISLDOUT 7-3 

1 decrease, supply 

. GRAPH A 



3 
4 
5 



6 
7 




Quintlty of oringis for {uice por yeir 

decrease, demanded 
increase, demand 

GRAPH B 




Quintlty of ippltD for {ulct per ytir 

increase, supplied 

a increased ^ c decreased 

b increased d increased 




Name 



-Visual 7-1 

DEMAND AND SUPPLY OF GASOLINE 



Class'. 



PRICE PER GALLON 
$2.60' 
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2.20 



2.00 
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Handout 7-1 



CHANGES jjSLTHEJiEMANDT^NB^ GASOLINE 



Name . — 

1 A group of economists studied the gasoline mar- 
ket. They wanted to find out how many gallons con- 
sumers would buy each day at various prices. Let us 
suppose that through market research, they found that 

If the price of a gallon , People would 
of gasoline was buy 

$0.40 55 million gallons 

Q.80 ' 40 million gallons 

1.20 ■ ' 25 million gallons * 

1.60 10 million gallons 

2.00 5 million gallons 

2.40 1 million gallons 

This information is called a demand schedule. Plot 
the data on the blank graph (Handout 7-2) and connect 
the dots with a line. This line is called a demand curve. 
Label it D^. What is the relationship between price and 
the quantity of gasoline demanded? 



2 The economists also surveyed sellers to deter- 
mine how many gallons of^asoline they would be willing 
to sell each day at various prices. They found that 



If the price of a gallon Sellers would sell 
of gasoline was 

$0.40 25 million gallons 

0.80 40 million gallorv.: 

1.20 55 million gallons 

1.60 " 70 million gallons 

2.00 " 85 million gallons 

2.40 90 million gallons 



This information is called a supply schedule. Plot the 
data on the graph (Handout 7-2) and connect the dots 
with a line. This line is called a supply curve. Label it 
Si. What is the relationship between price and the quan- 
tity of gasoline supplied? 



Class 

3 .Accord' ig to the graph, ^e market-clearing (or 
equilibrium) price for gasoline is and the num- 
ber of gallons of gasoline bought and sold is 
Label this equilibrium point E^. 

4 Why is this the market clearing price? 



5 Assume that big gas-guzzling cars are the latest 
.fad. BBcause consumers buy so many gas guzzlers, 
they want to buy 3D million more gallons of gasoline 
per day at every price. For example, at $0.40 per gallon 
people noj^want to buy 85 million galfons rather than 
55 millioilgallons. Plot the new demand schedule and 
draw the new demand curve on your graph, using this 
new information. Label the new curve Dz. What is the 

market-clearing price? How many gallons will 

be bought and sold? Label this new equilibrium 

point . 

: 6 Now assume that two oil-producing countries 
^getMnto a war and destroy each other's oil-wells. Be- 
cause of this, sellers are willing to sell 20 million fewer 
gallons of gasoline per day at every price. For example, 
at $0.40 per gallon sellers are willing to sell only 5 million 
gallons rather than 25 million gallons. Plot/the new 
supply schedule and draw the new supply curve on 
your graph. Label the new curve Sz. According to de- 
mand curve Dz and supply curve S2, what is the new 

market-clearing (or equilibrium) price?- — . — 

How many gallons will be bought and sold? 

Label this new equilibrium point E3. 

7 Indicate how the newspaper headlines below 
affect supply and demand and equilibrium price and » 
qLjjsfltity. Each headline describes a condition- that af- 
fects either supply or demand, but not both. The first 
. headline is completed for you. (Note that if the condition 
does not affect an alternative in a column — in the ex- 
ample, the condition described in the headline leaves 
demand Unchanged — do not circle either arrow.) 



a OPEC NATIONS AGREE ON QUOTAS— CUT PRO- 
DUCTION 

b NORTH SEA OIL BEGINS TO FLOW 

0 ECONOMIC RECOVERY SPREADS WORLDWIDE 

d NEW GAS-SAVING ENGINE ANNOUNCED 

e ' NATIONAL STRIKE: MASS TRANSIT SHUTDOWN 



Demand 



Supply 

T i 

t i 

T 1 ' 

T I 



Equilibrium Equilibrium 
Price Quantity 



t I 
t- i 
t i 
T 1 
t i 
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Handout 7-2 

DEMAND AND SUPPLY OF GASOLINE 



Class 



PRICE PER G ALLON 
$2.60 I 1 

2.40 

2.20 



2.00 



1.80 



1.60 



1.40 



1..20 



1.00 



.80 



.60 



.40 



.20 



10-20 30 40 60 60 70 
QUANTITY (MILLIONS OF GALLONS PER DAY) 



80 90 
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Handoiit 7-3 



EQUILIBRIUM PRICE ANl3 QUANTITY 



Name 




Quantity of oranges for juice per year 



Quantity of apples for juice per year 



A frost has killed much of the expected crop of juice oranges in-Florida. Refer to the graphs above to answer the 
following questions. 

1 Circle the correct words: 

There will be a(n) increase/decrease in the demand/supply of oranges. 

2 On graph A, drr / the new demand or supply, curve and label it or S^. For example, if you think the result 
of the frost will be an increase in the demand for oranges, draw a new demand curve showing this result; label 
the curve D^. 

3 Circle the correct words: 

T\\ere will be a(n) increase/decrease in the quantity of oranges demanded/supplied. 

4 Circle the correct words: . * 

There will be a(n) increase/decrease in the demand/supply of apples, as a result of the frost's effect m the 
juice, orange crop. , 

5 On graph B, draw the new demand or supply curve in the apple market and label it or For example, if 
you think the supply of apples will increase, draw a new supply curve; label it S^. 

6 Circle the correct words: . ^ 

There will be a(n) increase/decrease in the quantity of apples demanded/supplied. 

7 What will happen to: " . 
a The market price of apples? 

b Tbe markdt price of oranges? ' . 

c The quantity oranges bought and sold? 

d The quantity of apples bought and sold? » ^ 
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Markets Allocate Resources 



TIME REQUIRED Two class periods 

CONCEPTS Markets and prices 
Information 
Incentives 
Rationing 

Supply and demand 
Charts and graphs 

INSTRUCTIONAL OBJECTIVES Students will 

• ' Analyze how changes in one market affect other 
markets; 

• Explain how markets provide inforn^tion; 

• Illustrate how buyers and sellers respond to the 
incentives provided by changing markets. 

RATIONALE This lesson includes a simple market 
model that uses supply and demand curves. The 
model serves as a useful tool with which to analyze 
the impact of market changes on price and quan- 
tity. More importantly, the mdd& illustrates how 
, the apparently chaotic billions of individual choices 
made in a market result in an orderly allocation of 
scarce resources . 

MATERIALS A copy of Handouts 8-1, 8-2, 8-3, and 
8-4 for each student. 

PROCEDURJE 

-r 

1 Give a copy of Handout 8-1 to each student. 
Tell students they will use the information in the 
reading when they do written work for the lesson. 

2 Tell the students that as they read the article 
in the handout, they should underline all the goods 
the airlines are using less of and should circle all 
the goods and services the airlines are using more 

, of. Give the class time to read the article^ and to 
circle or underline the items as directed. 

3 Discuss the article with the class. Ask ques- 
tions such as these: 

• Which goods are the airlines using less 
of? (Blankets, pillows, magazines, paint, and 
coat closets. ) . jv 



» • Which goods are the airlines using more 
of? (Lightweight metal trays, lightweight seat 
covers, lightweight fabrics, lightweight metal 
parts, and lightweight life rafts.) 

• Why are the airlines making all these 
changes? (The price of fuel went up, so they 
want to reduce the weight of their planes. 
The lighter the weight of a plane, the less fuel 
it will need to operate.) 

4 Give a copy of Handout 8-2 to each student. 
Go over the directions. The answers to the first 3 
graphs are completed to serve as examples. Discuss 
the exam{5les. 

5 Have the students complete the graphs. Dis- 
cuss how prices allocate resources. 

6 Give each student a copy of Handout 8-3. 
Explain that they will work in small groups to com- 
plete this assignment. - 

7 Divide the class into four groups: fabric man- 
ufacturers, lightweight metal manufacturers, paint 
manufacturers, and life raft manufacturers. Have 
each group select one person to serve as recorder. 

8 Tell the groups they must respoad to the 
questions on Handout 8-3 with answers appro- 
priate to the industry they represent. Give the 
groups time to answer the questions. The recorders 
can use their own copies of the handout to record 
the group's answers. (Each student may fill out a 
sheet, too, as an aid in participating in the group's 
preparation of the answers.) 

9 Have each group present its answers to the 
class. Answers will vary according to the Industry. 
Discuss how each industry responds to the airlines' 
changes. Summarize how the economy in ge^peral 
responds to changes and the importance of market 
prices in accomplishing these changes. 



EVALUATION 

1 Use Handout 8-4 as a test. 

2 Assess students' answers to Handout' 8-2. 
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ANSWERS FOR HANDOUT 8-2 

i 

4 Lightweight metals — demand increases 
(curve shifts right) 

5 Typesetters — demand decreases (curve shifts 
left) 

8 Workers in paint making industry — demand 
decreases »(curves shifts left) 

7 Workers, in lightweight metals — demand inr 

creases (curve shifts right) 

' • *i 

. 8 Blankets — demanjfi decreases (curve shifts 

left) . ^ 

9 Airplane maintenance workers — demand in- 
creases (curve shifts right) 



ANSWERS FOR HANDOUT 8-4 



Demand 

Supply 

Equilibrium 

price . 
Equilibrium 

quanti^ 



Wheat- 
Harvesting 

Potatoes Bread Wheat Equipment 



Shoelaces - 
for Shoelace- 
Leather Leather Packaging 
Leather Shoes Shoes .Machinery 

Demand t ~ 'i ' i 

Supply — I — — 
Equilibrium 

price t t i I 

Equilibrium i " 

quantity t i . 1 1 
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Handout 8-1 



AIRLINES SHED WEIGHT, CUT SPEED TO SAVE FUEL 



A Wall Street Journal News Roundup 

* 

Trans World Airlines used to put three "TWA Am- 
bassador" magazines in each seat poqket of planes, 
but now there's only one. The reason: to save $343,000 
ajyear in fuel costs. Airlines across the country are 
*mDr'king hard at ways to alter flight operations and re- 
dgce weight to counter the enormous increase in the 
price of jet fueF. Seven years ago, TWA was paying 1 1 
cents a gallon for fuel; today, it's nearly $1. 

Some of the fuel-conservation measures are ap- 
parent to riders: Pacific Southwest Airlines, for instance, 
has eliminated its coat closets, blankets and pillows. 
United Airlines has turned to smaller seat buckles and 
lighter meal trays. 

STRUCTURAL 

• Paint removal. As. much as 600 pounds of paint 
. coat a Boeing 747, but carriers differ on whether re- 
moving paint is worth it. Eastern and American Airlines 
think so. Eastern says it costs less to maintain a metal 
exterior, and that it creates less friction as the plane 
flies, thus saving fuel. Delta Air Lines said it considered 
taking the paint off its planes, but decided against it. 
"That exposes the skin to all sorts of abrasions," which 
create drag and cut fuel efficiency, a spokesman says. 
Braniff International, with its pastel-hued planes, agrees. 
But some have simpler explanations. ''It's our image," 
says a public relations official for Southwest Airlines, ' 
whose planes are mustard, red and orange. "When 
people see those Colors, they think of us." Meanwhile, 
TWA is thinking about stripping the paint off its planes; 
United and Pacifid Southwest Airlines are considering 
using lighter-weight' paint, 

• Lighter materials. Many airiines are saving weight 
by using lighter fabrics for seat coverings,, as well as 
lighter seat assemblies and rugs. American Airiines has 
replaced the seats on its 93 Boeing 727s and figures 
that this will save $900,000 a year in fuel. TWA is 
replacing worn-out carpets w|th new ones that weigh 
13.2 ounces less a square yard. On a jumbo 747, TWA 

. says that adds up to a reduction of 351 pounds. 



Some carriers are making more extensive use of 
composite materials, extremely strong and lightweight 
metals, for some airiiQe. pajrts. Northrop Corp., Boeing 
Co. and Lockheed Corp. are all working to expand the 
use of this material, which is stronger and lighter than 
aluminum. 

While these are the'nnain elements of airiine con- 
servation efforts, other tactics are also employed. In- 
creased maintenance is used to smooth out nicks and 
dents. Lighter life rafts are being stored 



Average Fuel Prices 
Paid by Airiines 



(In cents per gallon) 




SOURCE; Air Transport Association. 
'Estimated 



SOURCE: Wall Street Journal, August 22, 1980; p. 1 7. Reprinted by permission of The Wall Street Journal, c Dow Jones & Compahy, Inc. 1980 
All Rights Reserved. J 
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Handout 8-2 j 

THE MARKET ALLOCATES RESOURCES 



Name' : ^ : : — — ' Class.- __ 

Instructions: This worksheet is based on the reading in Handout 8-1, "AiHines Shed Weight, Cut Speed to Save 
Fuel. • The first three graphs below have been completed for you. ' ' . ^. 

We b,egin with a decrease in the price of fuel. High oil production costs decreased the supply of jet fuel, thus 
shifting the' supply curve to the left, from S to S,. Because heavier planes use more fuel, the airlines' demand for 
magazines decreased, thus shifting the demand curve to the left: Because paint adds to the weight of .a plane, the 
demand for paint decreased, thus also-shifting the.demand curve to the left. 

Now complete the^rest of the graphs. Study the reading, and use your l<nowledge of economics. Draw the new 
position of either the supply curve or the demand curve oh each graph. Show only one change, and for one curve 
only. . 
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Handout 8-2 ^(concluded) 

• I 




/ 7 WORKERS IN 8 BLANKETS 9 AIRPLANE 

LIGHTWEIGHT MAINTENANCE 
METALS WORKERS 



i • • •■ . • 



: ■■ ■1 
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Handour8-3 



AIRLINES, FUEL, AND YOUR BUSINESS 



Nahie . 



Class . 



1 What changes took place in your business as the airlines tried to cut fuel consumption?. 



2 What signals from the market might have alerted you to the changes taking place?^ 

^ ■ ■• tsr — 



3 . How might, you respond to the changed market conditions? What would happen if you did not respond to the 
new situation? ! ■ . , • ^ !i ■. — — .. — _ ..^ — — — _ 



4 List some^ resources (for example, workers, mac*iinery, raw materials) that your business yyill now use to a 



greater or lesser extent as you respond to the changed market conditions.. 



5 Draw a ^Lippiy^ and demand graph of one resource listed in Question 4 
Show how the rriarket for the resource might change as a result of your industry's p 
response to the airlines* action^. 

I v ^ .. . ^ . L . u ^ . ■ ■ ■ ■ A.- 



7 



o 



6 • List save ral waysjpj>yiil^h th© alioction of scarce resources h3,s changeci^ciue to Ihe increase m m iuei pnom. 



7 * How do markets help determine Vi^hat to produce, how to produce, and for whom jfo produc^'^ 
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Haiiclowti'-4 

TEST ON MAEKET Alt0GATl6N OF ESSOUECIS/ 



Name. 



iNSTRUOTIOWS^ The toflowmg questions rater to a 
group of raiatad markets m «ie U.S during a long panod 
of time. Asauma that the markels mm parfecfiy com^ 
pBtWm and that the supply and demand modcsJ is com* 
pteWy appliwbfa Tfta diaigrams $hdi^ 1110 supply and 
4$mm<i m each markei ^0/0/0 the 'assumed change 
occurs. Trace through the affacis of m mmmm 
change, <3ff/jar mrngs cmstm Work ybuf way imm ibH 
to figint Shift onjy om cum m aach frua^icai 

For aach market draw whatever new supply or 
demand curves are naaded. i^bBmq mcti nm cum 
S, or 0,. thMn circle mnml symboJ ynde? ^atn 
diagram f ^ for increase. fot umnm^i^., and » fe^ 



dacmasaj. Romemi?^^ %n^n m^i^ oriB tu^^ t^' mc^ 

1 As$um0 mm a ^^m^m^ ^m^^€;^^^yr 
cresses m nmii&f ot po^toesnh^f r^mi>Brfmmim 

mada l^onn wt>eat f^ou't 

2 Msiima peoples t^sra& ^nang^ ar^j ^n^*^ 5 ar^ 
mad0 Our oi mmf ho^ woy?d iti s ^fef ^^in^? 







Demand 
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When There Are Floors and Ceilings 



TIME REQUIRED Two class pedods 

CONCEPTS Markets and prices 
Incentives 
Rationing 

Supply and demand 
Exchange 
Charts and graphs 
Broad social goals 

INSTRUCTIONAL OBJECTIVES Students will 

• Define price ceilings and price floors; 

• Analyze the effects of price controls on com- , 
pefitive markets; 

• Describe the outcomes of price controls in terms 
of surpluses and shortages; 

• Describe and evaluate the arguments for and 
against price controls. 

RATIONALE Sometimes governments intervene 
in markets by establishing minimum prices (price 
floors) and maximum prices {price ceilings). Ex- 
amples include controls on natural gas prices, rent 
controls, minimum wage legislation, and farm price 
supports. Because the effects of this form of gov- 
ernment intervention are often far-reaching, stu- 
dents must be able to understand and evaluate the 
arguments for and against such action. 

MATERIALS 

JL^ r^ A copy of Handouts 9-1, 9-2, 9-3, and 9-4 for 
each studeri^t 

2 A transparency of Visual 9-1 

3 An overhead projector 

PROCEDURE 

1 This lesson should be used only after stu- 
dents understand supply, demand, and equilib- 
rium price and quantity. Students learn these 
concepts in Lessons 6 and 7. ; 

2 Give a copyof Handout 9-1 to each student. 
Have the students examine the graph and answer 
the questions on the handout. 



3 Project Visual 9 1 and ask the following 
questions: 

• In a competitive market, how much 
would be exchanged and at what price? ( 120 
units at $50) 

• How would this price and quantity be 
established? (Review. concepts in Lesson 7 
on how equilibrium price and quantity are 
established.) * . 

• What would occur if government regu- 
lations set the price at a maximum of $30? 
(A quantity of 160'would be demanded while 
a quantity of 60 would be supplied. There 
would be a shortage of 100 units.) ^ 

• Why would this shortage occur? (The 
imposed reduction in price is below the 
equilibrium price. At the reduced price, sell- 
ers would be willing to supply only 60 units, ' 
but the quantity demanded woul-" ^--^-^ 
160 uhits.) ^ 

• What would happen if government reg- 
ulations set the price at a minimum of $80 ? 
(A quantity of 60 would be demanded while 
a quantity of 200 would be supplied. There 
would be a surplus of 140 units.) 

• Why would this surplus occur? (Man- 
dating a price above, the equilibrium price 
decreases the quantity demanded and in- 
creases the quantity supplied.) 

4 Tell students that an administered mini- 
mum price is called a price floor and is set in order 
to increase the price at which transactions take 
place, i'.e., the "free" market price is less than the 
floor -price. Ari administered rnaxlmum price is 
called a price ceiling and is set in order to limit the 
price at which transactions take place, i.e., the 
"free market" price is above the ceiling price. Draw 
the price ceiling and the price floor mentioned in 
Procedure 3, above, on the transparency of Hand- 
out 9- 1 . You might ask a student to point out which 
line is the price floor and which line is the price 
ceiling. 

5 Ask the students for examples of actual price 
ceilings and floors. (Examples of price ceilings in-' 
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elude control of natural gas prtces and rent control. 
Examples of price floors include minimum wage 
legislation and farm price support 

6 OPTIONAL. If you played the Wheat Game 
(Lesson 5). you could illustrate the foregoing con- 
cepts as follows: 

• Replay one round of the Wheat Game but 
with a $3.90 maximum price. Afterward, 
discuss with the students some of the dif- 
ferences in the game this time: Did they 
make as many transactions as .before? Did 
buyers and sellers do better or worse than 
before? Did anyone cheat by buying or sell- 
ing above the maximum price? 

^# Display the Wheat Game graph showing 
the supply and demand curves established 
by the seller and buyer decks. Draw a line 
across the graph horizontally from the $3.90 
maximum price. Ask students to read the 
graph to determine l;iow much Wheat buy- 
ers will purchase at that price and how much 
sellers will offer at that price. Discuss what 
is meant by the term shortage in this cdfe- 
text. Ask the students how the available 
wheat might be allocated to purchasers. 

• Draw a horizontal line across the graph, 
starting at a price above the market clearing 
price, say $4. 70 . Ask the students how much 
wheat would be produced at this price and 
how much buyers would purchase. Discuss 
what the term "surplus" means in this con- 
text. 

• Define price floor (legislated or regulated 
minimum price below which transactions 

• are prohibited) and price ceiling (legislated 
or regulated maximum price. above which 
transactions are prohibited). 

7 Distribute a copy ot Handout 9-2 to each 
student. Have the students answer the questions. 

8 ^ Discuss the answers to the questions. Stu- 
dents should be able to argue about alternative 
solutions to the problem. ^ 

9 Give a copy of Handout 9-3 to each student. 
Have students work in groups to answer the ques- 
tions. You may then have each group make a report 
to the class. (Alternatively, students may work alone^ 
to complete one handout. Then have some of them' 
report to the class.) In this exercise students use 
the* decision-making model to analyze the eco- 
nomic issue of minimum wages. A discussion of 
minimum wages which uses this decision-making 
model starts on page 7 of this guide. It should be 
helpful in directing the discussion of this issue. 



10 Distribute a copy of Handout 9-4 to each . 
student. Have students answer the questions. If 
you used small groups for Handout 9-3, you may 
want to have the students work alone to complete 
Handout 9-4, and you can then use the handout 
as a test. * 

11 Discuss the economic issues concerning 
rent controls. Have the students go through the 
steps of the decision-making model ^s outlined in 
the answer key. 

EVALUATION Assess the quality of students' an- 
swers on Handouts 9-2, 9-3, and 9-4. 

^ ANSWERS TO QUESTIONS IN HANDOUTS 
Handout 9-1 

1 What is the market price? ($50) 

2 What quantity is demanded and What quan- 
tity is supplied at the market price? (Quantity de- 
manded = 120: quantity supplied = 120.) 

3 ^ What quantity is demanded and what quan- 
tity is supplied if the government passes a law re- 
quiring the price to be $30? (Quantity demanded 
= 160; quantity supplied = 60.) 

4 What quantity would be demanded and what 
quantity would be supplied if the government 
passes a law requiring the price to be $80? (Quan- 
tity demanded = 60; quantity supplied = 200.). 

Handout 9-2 * 

1 Answer these questions on the basis of ihe 
information in the graph. . 

a Why is the supply curve a vertical Une? 
(There are a fixed number of seats in the sta- 
dium. More cannot be created even if the price 
were set higher. [Note:' A student may sug- 
gest that bleachers could, be set up some- 
where, but ruk this out as impossible.]) 

b How many tickets are available at the uni- 
versity's price? (90.000.) 

c How many tickets do football fans wish to 
buy at the university's price? (125,000) 

d What is the problem in respect to supply 
and demand? (Quantity demanded is greater 
than quantity supplied. There is a shortage 
of tickets.) 

c ... 

e Does the graph illustrate a price floor or 
•a price ceiling? (Ceiling.) 

2 What are some means of eliminating the 
shortage of tickets in order to prevent "black mar- 
keting" or "scalping"? (Possible suggestions of 



means of eliminating the shortage of tickets are 
given in answers 2a to 2f below, but note that only 
answers 2a and 2e will alleviate the shortage. The 
others will only shift the effects o/the shortage from 
one group or person to another.) 

a Raise the price to $120 per season. 

b Hold a lotteiy.'^ 

c Sell some people tickets for only some 
games. 

d 'Give preference to students and alumni. 

e Lose a lot of football games; fewer people 
will want to see the games, which .is equiv- 
alent to a shift in demand to the left (i e., a 
decrease in demand). 

f Sellfhe tickets on a first come, first served 
basis. 

3 For each solution you put forward, answer 
the following questions. (Answers to the questions 
willvaiy.) 

a Will the solution elimiriate the shortage? 

. b Is the solution fair? 

c Who benefits from the solution? Who 
loses? 

d What is the best solution? 
Handout 9-3 

1 What is the issue? (The issue is whether to 
Increase the minimum wage.) 

^ 2 Draw a supply and demand graph that illus- 
trates the siti^ation when a minimum wage is in- 
volved. Does the situation involve a price floor, a 
price ceiling, or neither? (A price floor.) 

3„. What broad social goals should you consider 
as you decide how to vote on this issue? (Some 
relevant broad social goals are full employment for 
teenagers, full employment for others! economic 
freedom, ^"conomic fairness, and economic equity.) 

4 What are some alternative means of achiev- 
ing these goals? (Some alternatives are: raise the 
minimum wage, keep the minimum wage the same, 
eliminate the minimum wage, eliminate the min- 

\ imum wage for teenagers.) 

5 What are some advantages and disadvan-' 
tages of each alternative? Be sure to consider who 
gains and who loses by each alternative. (Minimum 
wages affect labor markets only, when the man- 
dated minimum wage is above the equilibrium 
wage. When the ml'iimum wage is above the equi- 
librium wage, more people will want to work, and 
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employers will want to hire fewer workers. This 
causes unemployment. You can illustrate this with 
a supply and demand graph. Under these circum- 
stances, teenage unemployment increases the most 
because employers preffir more skilled adult labor 
to less skilled teen labor when the price of each' is 
the same or the price differential between the two 
types of labor is small.. In general the minimum . 
wage tends to make the broad social goal of full ^ 
employment more difficult to meet. According to 
those who support it, the minimum wage reduces 
freedom but promotes fairness and equity.) 

6 Would you vote to raise the minimum wage? 
(Encourage students to use economic analysis in. 
their answers and to consider the trade-offs aihong * 
. the broad social goals.) 

Handout 9-4 

1 What is the issue? (The issue is whether the 
voters should pass a rent control measure that will 
freeze rents at the level'of two years ago.) 

2 Draw a supply and demand graph that illus- 
trates the situation when rent control is involved. 
Does the situation involve a price floor, a price 
ceiling, or neither? (A price ceiling.) 

3 What broad social goals should you consider 
when you decide how to vote? (The broad social 
goals in this situation are. economic equity and 
economic freedom.) 

4 What are some alternative ways of achieving 
these goals? (The alternatives are to pass a rent 
control -ordinance or to allow market forces to de- 
termine rents.) 

5 What are the advantages and disadvantages 
of each alternative? Be sure to consider who gains 
and who loees with each alternative. (The argu- 
ment for rent control is that it makes adequate 
housing more affordable for low-income people and 
thus promotes economic equity. Opponents argue 
that rent control causes housing shortages. Forc- 
ing rents below their equilibrium level increases 
demand for housing and reduces its supply: more 
people want to rent apartments and fewer apart- 
ments will be offered for rent. Opponents also argue 
that rent controls limit economic freedom. Finally, 
they claim that if the market doesn't ration hous- 
ing, other rationing methods will appear: apart- - - 
ments will he divided up, extra fees charged, and 
maintenance deferred — thus . controls act to Jimit 
economic equity.) 

6 Howwouldyou vote on this issue? (En- 
courage^s^tudents to support the r opinions with 

. economic analysis^ahd to Gonsider the trade-offs 
among the broad social goals.) — _ 
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Visual 9-1 



PRICE FLOORS AND CEILINGS 



Dptlar 
Price 




1 1 1 1 1 



20 60 100 140 180 220 
Quantity (units of any good or service) 



100 



^ Handout 9-1 

PRICE FLOORS AND CEILINGS 



Name . 



Class , 



1 What is the market price? . 

2 Vyhat quantity is demanded and what quantity is supplied at the market 
price? 

Quantity demanded - 

Quantity supplied^ 

3^. What quantity is demanded and what quantity is supplied if the government 
passes a law requiring' the price to be .$30? 

Quantity demanded __ 

Quantity supplied ^ / 

4 What quantity Would be demanded and what quantity would be supplied if 
the government passes a law requiring the price to be $80? 
Quantity demanded ^ 

Quantity supplied , to 



Dollar 
Price 

too - 

90 - 

80 
70 
60 
50 
40 
30 
20.. 
10 
0 




I I I I i -r i I I I I I 



20 60 100 140, 180 220 
Quantity (units of any good or service) 
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Handout 9-2 



BIG FOOTBALL UNIVERSITY 



Name- 



Class . 



Dollar 
Price 



90 



0. 



c 




Market 
price \ 


« 


t University's 
price 


1 ^ 


-III 


hi 1 1 



25 50 90 125 
Quantity: season tickets 
(6 gam§s) per year 
(in 1,000s of tickets) 



D 



Instructions: For these questions, assume the university has set the price of a'iseason ticket at $90. It will take action 
agairllst people who it discovers reselling tickets at a higher price, that is, it will try to prevent "black market" or "scalper" 
sales (sales above $90). ^ ; - ^ ' <^ 

1. Answer these questions on th.e basis of the information in the grapb: 

a Why is the supply curve a Vertical line? - ' * 

b How many tickets are available at the university's price? . 

c How many tickets do football fans wish to buy at the university's price? 

d What is the problem with respect to supply and demand? . .. . 

e Does the graph illustrate a price floor or a price ceiling? ^-^ 

2 What are some means of eliminating the shortage of tickets in order to prevent "black marketing" or "scalping"? 

3 For each solution you put fonA/ard^answer the followiFfg questions: 
a . Will the solution eliminate the shortage? \ ^ 

b Is the solution fair? ' 
c Who benefits from the solution? Who loses? 
..d What is the best solution? ' - 



From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985. Joint Council on Econonnic Education, 
2ParkAvenue.N©w York. NY 10016. 
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Handout 9-3 

THE MINIMUM WAGE AND UNEMPLOYMENT 

• ■ . ♦ ■ . ^ ... ■ 

. Name ■ '— — Class 

Imagine that you are a member of the U.S. House of Representatives. You must decide whether to vote yes or 
no oh a bill that would raise the minimum wage. In committee hearings on the bill, you heard testimony from people 
who favor the increase and from people who are against it. For example, you heard one spokeswoman say: 

"We're experiencing high inflation. The minimum wage nrtust be-^rais^d accordingly. Othenwise, the worl<ing poor 
will receive wages, that are miserably below what is needed to provide food, housing, and other necessities. Every 
worker has a right t^ earn a decent, living wage. The pSipent "minimum is too low and is therefore unjust and unfair/' 

You heard an opponent of the minimum wage state: ; ' 

V . .1* ' .... 

"The minimum wage should be allowed to expire. It creates unemployment, especially among disadvantaged 
minorities and teenagers. It creates incentives for businesses to substitute machines for people. People without jobs 
are worse off than^people with low-paying jobs. This is particularly true for teenagers. Teenage unemployment is 
much higher than adult unemploynrjent. One of the reasons is that the minimum wage reduces the number of jobs 
for teenagers with f6w skiHs; for at the minimum wag^ business would rather hire older people who are more skilled 
or who have more work experience. Such hiring decisions tend to. discriminate against young blacks who, on the 
average have less education and fewer skills than-their while counterparts. Don't raise the minimum wage; eliminate 

■ ■ . ■ ■ . f ■ . 

Questions: 

1 What is the issue? • • 

2 Draw a supply and demand graph that illustrates the issue. Does the issue involve a price floor, a price ceiling, 
or neithe* ? " . 

3 What broad social goals should you consider as you decide. ^low to vote on this issue? 

4 What are some alternative means of achieving these goals? , 

5 ' What are some advantages and disadvantages of each alternative? Be sure to consider who gains and who 
loses by each alternative. . 

. 6 Would you vote to raise the minimum wage? Why or why not? 



From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985. Joint Council on Economic Education, 
2 Park Avenue. New York. NY 1 001 6. 
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Handout 9-4 

RENT CONTROLS AND AFFORDABLE HOUSING 



Nan^e — — . Class 



. Imagine that the voters in your city are going to vote on a law that^vould "roll back ali rents on houses and 
apartments to tho levels of two years ago apd would freeze rents at those levels.. At the many- towns meetings held 
on this proposal," citizens have argued furiously. Among the cohiments you heard were: * 

* * . ' . ■ ' . ' 

"Rents are too high for people on fixed incomes like my husband and me. With prices going up and up, our 
pension and social security checks just aren't enough; Everyone should have the right to decent housing.' We have 
worked all our lives. Now all we ask is that rents be kept at an affordable level.' That's the fair thing to do." . ■ 
* 

You also heard from the opposite side: ^ 

"Rent controls cause housing shortages^. This lets rental property owners discriminate against any group they 
think is undesirable— families with children or pets, minorities, senior citizens. And the rent-the* owners get over a 
. period of years won't Be enough to properly maintain many older apartments. This will lead to blighted neighborhoods. 
If access to housing is the problem, raising the incomes of poor people is the answer, not rent controls." 

Questions: c - 

1 What is the issue? ~ . " ^ " 

- 2 Draw a supply and demand graph that illustrates the issue? Does the issue involve a price floor, a price ceiling; 
• or neither? - . * * - ' 

3 What broad social goals should you consider as you decide how to vote on this issue? 

4 What are some alternative means of achieving these goals? - ^ 

5 What are some advantages and disadvantages of each alternative? Be sure to consider who gains and who 
loses by each alternative. 

6 How would you vote on the Issue? Why? ^ 



\ ■ 

5 From Master Cumculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985. Joint Council on Economic Education • 
2 Park Avenue. New York. NY 10016. • ' 
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Responsiveness of Quantity Demanded 
to Price Changes 



TIME RE'QUIRED Tjvo class ppriods 

CONCEPTS Demand ' ^ 

. Ratios and percentages 

i^STRUCTioivAL OBJECTIVES Students Will 

• Define price elasticity of demand; 

• Distinguish iDetween elastic and inelastic de- 
mand; 

• Understand the factors that tend to make de- 
mand elastic or inelastic; 

• Determine if a product has elastic or inelastic 
demand by observing how total revenue changes 
in response to chajiges in prices; 

• Apply price elasticity of demand to economic 
problems. " \ . 

RATIONALE Knowledge of price elasticity of de- 
^mand helps students understand how businesses 
make pricing decisions and how governments make 
decisions on taxation. This lesson introduces stu- 
dents to elasticity, its calculation, and the factors 
that determine if demand for a product is elastic 
or inelastic. 



MATERIALS 

1 A copy of Handouts 10-1, iO-2, and- 10-3 for 
each student 

2 Calculators are helpful but not essential for 
completing Handout 10-2* 



PROCEDURE • ^ 

1 Give a copy of Handout 10-1 to each student 
and have the students read everything in it except 
the problems. 

2 ' Discuss price elasticity, of demand by an- 
swering student questions on the reading. Be sure 
the students understand the definition of price 
elasticity of demand and the qualities that tend to 
make the demand for a product elastic or inelastic. 



3 . Have the students do the six* problems in 
the handout. 

4 ' Discuss the answers to the problems. 

5 Give a copy of Handout 10-2 to each stu- 
dent. This handout helps students define elastic 
and inelastic dematid more precisely. 

6 Have the students read the directions in the 
handout, and then answer their questions. B« sure 
they understajid that if demand is elastic, total 
revenue and price move in opposite directions. If 
demand is inelastic, total revenue and price move 
in the same direction. Go over problem 1 to make 
sure students know-how to do the problems. 

7 Have the students do the problems. 

8 Discuss the answers to the problems. . 

9 Give a copy of Handout 10-3 to each stu~ 
dent Make sure the students understand the* di- 
rections. They must determine wljich assumption 
&bout elasticity each story contains and whether 

, the assumption is right br^rong. 

10 Have the students cdmplete the handout. 

11 Discuss the answe^rs to the handout. This 
presents a good opportunity to nail down the point . 
that incorrect assumptions about elasticity of de- 
mand can lead to poor policy .choices. A little knowl- 
edge about elasticity;can also be dangerous. For 
example, people often perceive an inelastic demand 
schedule as "a lack of response" of the quantity 
demanded to a chsinge in price rather than "a small ' 
response" of quantity demanded to a change in 
price. (A complete "lack of response" is rare.) Pew 
economists w^ic surprised that the large increase 
in gasoline prices beginning in 1973 reduced the 
quantity of gasoline demanded. Many elected of- 
ficials and much of the public incorrectly assumed 
that because so many people depended heavily on 
gasoline, the quantity^ demanded would stay the 
same. / 

EVALUATION ' Assess the quality of student work 
on Handouts 10-1, 10-2, ajnd 10-3. Assess the qual-- 
ity of student participation in the discussion based 
on Handout 10-3.' 



91 

105 



ANSWERS TO QUESTIlONS IN HANDOUTS 5 a 4.00 X 300 = 1,200 



Handout IQ-l , 

Determine whether the demand for. the following 
items is price elastic or inelastic. Write the'reason 
for your answer. . * 

-'^ • ' s ' ' 

1 -Salt^-Inelastic. It is a necessity, h^ few sub- 
stitutes, and take.« a small portion of a purchaser's 
budget. ^ o 

2 New cars — Elastic. Used cars are a vsubsti- 
tute, and a new car takes a large'portion of a pur- 
chaser's budget. New cars may also be classified as 
a luxury. 

3 Pork chops — Elastic. There are many substi- 
tutes, and meat takes a fairly large portion of a 
purchaser's food budget. . « 

4 European vacation trip — Elastic. There are' 
mariy other places to go to on vacation, and va- 
cation travel is a luxury. 

5 'Insulin — Inelastic. Nothirxg could be more ^ 
necessary for a diabetic. ■ i ^ 

6 Insulin atone of four drug stores in a shop- 
ping mall — More elastic. Competition provides 
substitute goods. That is one reason competition 
is so important — it keeps prices down. 

Handout 10-2 - 

2 a 10 X 100 = 1,000 
b 9 X 110 = 990 

c 'Pi TRi inelastic ' 

3 a 6 X 60 = 360 
b 9 X 50 = 450 
c Pt TRt inelastic 

4 a 6.50 X 100 = 650 
b 6.00 X 200 = 1,200 
c Pi TRt elastic . 



b 3.75 xi'340 = 1,275 

c Pi TR f elastic ^ , » « 

6 Because the percentage changehn quantity 
demanded is greater than the percentage change 
in price. . * * 

7 Because the fStfTcentage change in quantity. 
dem£^ri$Jed^is less than the percentage change in 
price. . 

Handout 10-3 , 

1 a I.M. is wrong. 

^ b He assumes that demand for these prod- 

• ucts is elastic, but it is not. He therefore falsely* 

concludes that raising taxes on cigarette^ and 
liquor will curb their consumption a great 
deal. In fact, taxes on these commodities will 

^ ' curb^theif consumption very little. 

2 a U.R. is wrong. .^^v 

b ' There are lots of methods for saving gas- 
oline,- including using small cars, car pool- 
ing, and using public transportation. In fact, ^ 
since the huge rises in the price of gasoline, 
beginning in 1973, peonle have conserved on 
the use of gasoline, andeales of gasoline were 
lower than they woulcmave been had gasoline 
prices not risen. 

3 a Vic Acqua's assumption is wrong. 

b Demand for water is inelastic, but raising 
^ its price will curb consumption some. 

• 4 a Sky's assumption is wrong. 

d b He assumes th^t both business travelers 
and vacationers have an elastic demand for 
air travel. The fact is that thedemand of busi- 
ness travelers is inelastic because they can^ 
not postpone or' give up their air\ travel. 
Vacationers can postpone their air travel, use 
other means of transportation, or change* 
their destination so as not to require air travel 
or to require less of it. 
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Handout 10-1 



WHAT IS PR!CE ELASTICITY OF DEMAND? 



Name , 



Class . 



you have learned that when price changes, the 
quHhtity. demanded changes. An increase in price 
causes a decrease in the quantity demanded. A^de- 
crease in price causes an increase in the quantity de- 
manded. 

Hbwever, if s not enough to knovy-ifiat^the quantity 
demanded rises or falls in response ta price changes, • 
It is also important to l<how by hjDW much the quantity 
' demanded changes. A busines^ay decide not to in- 
crease the price of a product if people will buy much 
less of it at the higher price. Or, a business may decide 
to increase the price of a f^roduct if people will buy only 
a little less of it at the higher price.' 

How much the quantity demanded changes in re- 
sponse to price changes is called the price elasticity 
of demand. I* the quantity demanded changes con- 
siderably, the good or service has an elastic demand, 
^las.tic demand means the quantity demanded is very 
responsive to changes in price. If the quantity de- 
manded changes little, the good or service has an in- 
elastic demand. Inelastic demand m^ns the quantity 



demanded responds relatively little to changes in price. 

Several factors can determine if a product has an 
elastic or an inelastic demand schedule. 

Necessities tend to have an inelastiademand. Peo- 
ple find it nard to give up a necessity because they 
cannot readily buy less of it when its price rises. Lux-- 
uries tend to have an elastic demand. People can get 
along without them, if the price becomes'too high. 

Products that have many substitutes tend to have 
an elastic demand because-it is easy to buy a'substitute 
if the price of one produfct in the group of substitut,es 
rises^too much. A product that has few substitutes tends 
to have an inelastic demand. Buyers don't have much . 
choice if there are few. substitutes, so they think twice ' 
before giving up such a product when its price rises. 

Goods and'sen/ices that take a large portion of a 
purchaser's budget tend to^ have an elastic demand 
schedule. Those that' consume a small portion of a 
purcha^ser's budget tend to have an inelastic demand 
schedule. ' 



INSTRUCTIONS: Determine whetherthe demand for the followingjtems isprice elasticor inelastic. Write your answer 
on the line after the item. Then write the reasons for your answer. 

: 'Why?_ : — 



1 



Salt. 



New cars . 



Why?—:- 



Pork chops . 



4 European vacation trip , 



Insulin: 



Why? 



Why? 



Why? 



6 Insulin at^one of four drug stores in Why?, 
a shopping mall ! - 
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Handout 10-2 



Name 



ELASTICITY OF DEMAND Af^D CHANGES IN TOTAl REVENUE 

- — — • Class — 



What exactly do wp mean by "a considerable 
change" and "a little change" in the quantity demanded? 
One way to define elasticity of demand more precisely 
is to examine what happens to total revenue when a 
'price changes. TotaLrevenue is price times quantity 
demanded. 

Price X quantity demanded = total revenue 
$10 X / 150 items - $1,500 , 

What happens to tot&! revenue depends on the 
relative size of the changes in price and the quantity 
demanded. If the percentage change in the quantity 
demanded is greater than the percentage change in 
price, total revenue and the price change will move in 
opposite directions. This situation indicates that the de- 
;m'and schedule that lies between the two prices is elas- 
tic. If the percentage change in quantity dertiknded is 
less than the percentage change in price, .total revenue 
and the price ch&nge will move in the same direction. 
This situation indicates that the demand schedule that 
lies between these two prices is inelastic. -Let's sum- . 
marize these points: - ^ 



Price t Total revenue i ^ | 
Price i Total revenue f = ' 



' Elastic demand 



Price t Total revenue 1 = 1 

> Inelastic demand 

Price i Total revenue i = I 

Instructions: Now let's do ^ome problems to drive 
hojTie the point. For each problem, complete the 
math and circle the correct answer. Then write - 
whether the product has an elastic or inelastic de- 
mand schedule between th^se two prices. The first 
problenh is completed for you. * 

1 . Price rises from $5 to^$6. Quantity demahded ' 
decreases from 15 to 10. * 

■ » 

a Old price x ciuantity demanded = old total revenue 

'5 '15 75 



b ^New price x quantity demanded = new^-total revenue 
6 > ' ' 10 6Q 



c P'i (D TR0' t elastic 



2 Price falls from $10 to $9. Quantity demanded 
increases from 100 to 110.' • 

a Old price x quantity demanded = old total revenue 



b New price x quantity demanded ^ new total revenue 



c PU T ' TR'i; Tl 



3 Price rises from $6 to $9. Quantity demanded 
decreases from 60 to 50. . 

a - Old price x quantity demanded =^ old total revenue 



b New price x quantity demanded =^ new total revenue- 



c P i t TR i t 



4 Price falls from $6.,60 to $6.00. Quantity de- 
manded increases from 100 to 200. * 

a Old^ price x quantity demanded ^ old totalrevenue . 



b. New, price x quantity demanded = new total revenue 



c P i t ^ TR i t 



5 Price falls from $4.00 to $3J5. Quantity dOr 
manded increases from 300 to 340. 

a Old price x quantity demanded old totaf revenue 



b New price x quantity demanded =^ new total revenue 



c P i t TR i t 



6 Why ido price and total revenge go in opposite 
directions when the demand for the good is elastic? 

7 Why do price and. total revenue go in the 'same 
direction when the demand -for the product 4S inelastic? 
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Handout 10-3 

APPLYING ELASTICITY TO THE REAL WORLD 

Name • . ■ — Class . 



INSTRUCTIONS: Each of the following stories contains an assumption about 
elasticity of demand. For each story: 

a State whether the assumption made about the elasticity of demand is 
TOrrect or is wrong. 

b Justify your answer. 

1 I. M. Politico, a candidate for the state legislatOre, Is proposing a large 
increase in the tax on cigarettes and liquor. He says, "I'm not proposing these 
taxes to raise revenue but to discourage reckless drinking an(J the filthy smoking 
habit. If the prices of cigarettes and booze go up, most people will quite using 
them. After all, ho one needs to drink or smoke." 

2 U. R. Kool, a candidate for Congress, proposes freezing the price of gasoline. 
"There is no substitute for gasoline," he says. "People have to get from one place 
to another. Economists who say higher prices will discourage people from buying 
as much" gas as before don't live in the real world." 

3 Councilman Vic Acqua opposed a price increase for water during a recent 
drought. He claimed that there is no substitute for water, and that therefore the 
demand for water is inelastic. He believes an increase in the price of water (water 
taxes) will result in the same quantity of water used as before the price went up. 

4 Sky King, world traveler, says if the airlines want to attract more passengers, 
they should lower fares for business travelers as well as for vacationers. Both 
groups should respond equally to a price decrease. 
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Lesson 11 



Third-Party Costs and Benefits 



TIME REguiRED Two class periods 

CONCEPTS Market failures 
Externalities 
Public goods 
Markets and prices 
Supply and demand . ' 

INSTRUCTIONAL OBJECTIVES Students will 

• Define and give examples of third-party costs 
and benefits; 

• Explain how private market activities can cause 
third-party costs and benefits; 

• Explain why third-party costs and benefits re- 
sult in overproduction or underproduction of goods 
and services; ' 

• Analyze the effectiveness of government policies 
designed to remedy problems caused by third-party 
costs and benefits. 

RATIONALE Some government intervention in the 
economy is designed to remedy problems arising 
from third-party costs and benefits of private ac- 
tivities or transactions. Students who understand 
third-party effects— often called externalities— can 
analyze the need for and effect of such government 
interventions. 

MATERIALS 

1 A copy of Handouts 11-1, 1 1-2, and 1 1-3 for 
each student. 

2 optional: Transparencies of the supply and 
demand curves used for Procedure 3. 

PROCEOURE 

1 Distribute Handout 1 1- 1 to the students and 
have them read it. 



2 Answer question? about the handout. The 
reading concerns the external effects of produc- 
tion; you may also want to bring up additional 
examples of external costs and benefits. In your 
explanations, you might emphasize the external 
effects of consumption, to help students compre- 
hend that consumers as well as producers are in- 
volved in the process of imposing external costs or 
benefits. Some examples follow. 

• Smoking creates external costs. Th^ 
smoker is satisfied and the tobacco company 
gains, but third parties often have to put up 
with the resulting smell and litter as well as 
the hazard to health from breathing air con- 
taining cigarette smoke. 

• People who drive under the influence of 
alcohol are much more likely to cause acci- 
dents than do other drivers, ^hese accidents 
cause third parties to suffer personal injury 
and/or property damage. 

• The productive work of maintaining one*s 
house is an example of an external benefit 
provided by a consumer who also acts as a 
producer. If people landscape their yards, 
paint and otherwise maintain their houses, 
the whole neighborhood looks better. The 

, houses are then usually worth more than 
houses in comparable neighborhoods in 
which the owners do n§t maintain their 
houses to an equial extent. 

• Education provides third-party benefits. 
i On the whole people*s productivity increases 

with their level of education. A higher level 
of education also tends to be correlated with 
better health and a lower crime rate. Third 
parties benefit from this greater productivity, 
the fewer calls on health care services, and 
the lower burden on the police and the ju- 
diciary. 
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• If you teach in a public school, ask the 
students why the taxpayers should pay for 
their education. One reason is the third-party 
benefits created by education. 

3 Distribute Handout 1 1-2 to the students. In 
Question 3, they must use supply and demand 
curves to'analyze third-party effects. Before they 
do the handout, explain liow supply and demand 
curves apply to externalities. 

• Chart 1 shows market equilibrium with 
no third-party effects. The equilibrium price 
and quantity result in an efficient allocation 
of resources. 

• In Chart 2, there are third-party costs. S 
is the supply curve when these costs are paid 
by the community! It is the same as S above. 

. Si shows the supply curve if producers were 
forced to pay the third-party costs. That is, 
* supply decreases. Notice that when the com- 
munity pays the third-party costs, the pro- 
ducer's price is lower and production is higher 
than when the producer pays adl the costs. - 

• In Chart 3, D represents market demand . 
for a product. Di represents demand for the 
product if all spillover benefits are included 
in the transaction, i.e. , If the buyers received 
all of the benefits. The market equilibrium 
amount, Q, is less than the optimal amount. 

• Suppose that D represents private demand 
for immunization shots against a highly con- 
tagious disease. The social benefits of con- 
taining the disease or eradicating it are not 
included in the market decision. If they were, 
the demand curve would be at D i . Notice that 
fewer shots are given with demand at D than 
at Dp The optimal number of shots is at Q^, 
where all the benefits are included as a part 
of demand. One manner of reaching is to 
reduce thfe cost of the shots (e;g., by a gov- 
ernment subsidy to those who administer the 
shots). Then supply rises to and society 
Will receive the optimal amount of the prod- 
uct. 

4 Have students answer the questions on the 
handout. 

5 Discuss the answers. 
EVALUATION Use Handout 11-3 as a test 



See Answers to Questions in Handouts on following page 



ANSWERS TO QUESTIONS IN HANDOUTS 
Handout 11-2 



1 Define negative externality or third-party cost. 
(Part of the cost of a transaction or activity is borne 
by third parties, i.e., people not directly involved 
in the transaction.) 



f Many others 

3 (Show cbrrectly drawn diagram.) 

4 Would more or less steel be produced accord- 
ing to new supply curve? (Less.) 

5 Would the prfce be higher or lower? (Higher. ) 

6 Why are products that entail third-party costs 
"overproduced"? (Because the third-party costs are 
shifted to the community, supply is greater and 
prices are therefore lower than if all costs were 
borne by those involved in the transaction.) 



Handout 11-3 

1 Proposal 1 places the entire burden of pol- 
lution control on the downstream, residents. Yet 
the firm's pollution is interfering with the dov/n- 
stream residents' property rights. It is not fair that 
these residents should pay this cost. 

Proposal 2 is naive. Closing the plant may 
stop the pollution, but.it will also cost jobs and 
hurt the firm's customers. Too much of the.product 
may be produced in an unregulated market, but 
that does not mean that none should be produced.. 

Proposal 3 makes the most sense. The ef- 
fluent tax forces both the business and its cus- 
tomers to share the cost of the pollution. The tax 
will increase production costs and price and cause 
less of the product to be produced. The economy 
will no longer be overproducing the product. 



1 Define positive externality or third-party ben- 
efit. (Part of the benefits of a transaction or activity 
is received by third parties, i.e., people not directly 
involved in the transaction.) 

Give three examples of third-party benefits. . 

a Education 

b Vaccination against disease 

c Creating a park out of propei-ty that was 
previously a junkyard and thus improving 
the neighborhood for all 

d Repairing a dilapidated house which re- 
sults in increasing the value of adjoining 
property 

e Installing. lighting in the front yard of a 
house 

f Many others 

3 (Show correctly drawn diagram.) 

4 Would more or less education be available 
• according to new supply curve? (More.) 

5 Would the price be higher orJower? (Lower.). 

6 Why are products that yield third-party ben- 
efits "underproduced"? (Because buyers demand 
less than they otherwise would if they were receiv- 
ing all of the benefits of consumption. Thus, der 
mand is lower and the quantity supplied is lower.) 



2 Without moreanformation any of the follo\y- 
Ing answers is justifiable. > 

Proposal 1: There are no substantial exter- 
nal benefits. This is mainly a private transaction. 
Let those who want to see baseball pay for the stadi- 
um as part of the cost of the tickets. 

Proposal 2: The marki^t for baseball games 
will impose external costs on residents in the stadi- 
um area and others who wish to drive and park in 
the area. Tax ticket sales to force the team and fans 
to bear part of the external costs and reduce "ov- 
erproduction" of baseball. 

Proposal 3: There are significant external 
benefits. Without subsidization of baseball, base- 
ball will be "underproduced." Therefore, the resi- 
dents should pay for some of the benefits through 
higher taxfs. 



2 Give three examples of third-party costs. 2 
a Pollution 

b Harmful. effects of pesticides 

c Failure, to maintain a home and the land 
belonging to it, which reduces value of ad- 
joining property - 

d Smoking 

e Drinking while driving 
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Handout 1M 



THIRD-PARTY COSTS AND BENEFITS 



Name . 



Class. 



Third-party costs and benefits— or externalities — 
are the effects of production or consumption of a good 
or. service on people (the third parties) who are not 
involved in the transaction. 

To understand externalities, let's first look at a 
transaction that has none. Figure 1 shows the market 
interaction between a supplier and a consumer of a 
good. Let's say they are producing and consuming or- 
ganically, grown apples. The supplier is one of several 
producers of apples, and the consumer is one of many 
consurners of apples. In the transaction, our apple eater 
receives the apples and in turn pays the farmer, as 
indicated by the lines. The supplier has absorbed many 
costs of production but is satisfied with the transaction 
because of the paynnent received from the consunner. 
The consumer is happy with the transaction because 
of the benefit derived from eating the apples. In such 



transactions, the producers and consumers bear all the 
costs and benefits. Suppliers pay all cogts of production; 
no one else bears any costs or receives any benefits 
from engaging in production. Consumers receive the 
benefit of consumption; threir consumption bhngs no 
costs or benefits to others. 

Organically grown apples are used in the trans- 
action described above because real-world examples 
of products free from external benefits and costs are 
hard to find. If the apple, farmer had used fertilizer and' 
pesticide, many other people might have been affected. 
What might some of these effects have been? 

External costs and external benefits are directly 
oppcfeite to each other. If the external effect is negative, 
it is called a negative externality or an external cost. If 
the external effect is beneficial. It Is called a positive 
externality or an external benefit. 



Figure 1 

Private Transaction of a Good 




Apples 




SUPPLIER 



CONSUMER 



• • ' Continued 

Adapted from an exercise developed by John Pisciotta, Stevens Professor of Private Enterprise, Baylor University, Waco, Texas * 
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Handout 11-1 (continued) 



We'll use Happy Faces and Sad Faces to illustrate 
third-party costs and benefits. Each illustration in Figure 
2 shows a supplier, a consumer, and a third party. The 
suppliers have S's for hair, the consumers C's, and the 
third parties T's. 

•Pari A depicts an external cost of production. The 
seller and consumer have happy faces. The consumer 
receives the product and pays the seller. Because this ^ 
is a voluntary transaction, the consumer thinks the pay- 
ment for the product is worthwh!'^. The seller also has 
a happy face since the payment provides an acceptable 
price for the product, How6ver, Part A shows a third 
party who is sad because of a negative effect from 
production. An example of an external cost of produc- 
tion is pollution resulting from a manufacturing process. 
Let us suppose that in Part A the producer's operations 
pollute air or water and the producer does not prevent 
the pollution or clean it up afterward. Hence, the pro- 
ducer's price does not include the cost of dealing with 
the pollution. The consume^ also benefits because if 



the producer's cost does not cover the cost of dealing 
vyith the pollution, the price to the consumer is lower 

, than it othenwise would be. However, third parties who 
must now contend with dirtier air or more polluted water 
suffer increased costs such as health problems, re- 
duced recreational opportunities, and higher taxes for 
. water purification. Because the- price of the product is. 
lower than it would be if the producer paid all the costs 
of dealing with the pollution, the unregulated market 
economy will produce too much of the product. In gen- 
eral, because third-party costs are not reflected in the 
market prices paid by buyers, goods or services that 
res\jlt in external costs will be overproduced in an un- 
regililated market. 

: Part B depicts an external benefit of production. 
The external benefit again comes from a market trans- 
action, but this time it brings a happy face to the third 
party, for in this.' instance, third parties benefit even 

' though they pay none of the costs of producing the 
product. An example is a dam built to generate electric 



Figure 2 
External Benefits and Costs 



PART A 

External Costs of Production 



PART B 

External Benefits of Production 




PRODUCT 
SUPPLIER CONSUMER 





PRODUCT 

$—-$-- 

SUPPLIER CONSUMER 



THIRD PARTY 



THIRD PARTY 
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Handout 11-1 (concluded) 



power. Among the third-part/ benefits might be flood 
control for downstream residents and a lake for. rec^ 
Teation. People whose homes are no longer subject to 
floods or who fish, sWim, and go boating in the lake 
would also benefit from the dam. However, in the ab- 
sence of a subsidy or other nqn market means of re- 
ducing, producer costs, goods with external" benefits 
tend to be underproduced in an unregulated marKet.. 
Thus, if the dam must be paid for from electricity charges; ^ 
only, it might not be built, because the electricity charge 
alone may not be sufficient to permit the dam to operate 
at a profit. 

Because an unregulated market overproduces 
products with external costs and underproduces prod- 
ucts with external benefits, government may intervene 
to correct these situations. For instance, the ^govern- 
ment sometimes takes action designed to raise the 



price of products that impose external costs. It can" 
require firms to mqet certain pollution standards. This 
increases costs of production, decreases, supply, and 
raises the equilibrium pric^. Less of the product will be 
produced than in an unregulated iTiai;ket. There also 
• . will be.less pollution. - . 

The government sometimes subsidiz^s^Jhe pro- 
duction of products with external benefits. If the gov- 
^ - - ernment finances part of the cost of a hydroelectric dam, 
the dam^may become practicaf to buiW. If4he power 
company hadlp pay^all the costs, it might not build the 
dam: consumer demand^for axecreatidnal lake is not 
reflected in the demand for electrrdty.-.'^ 

Private market decisions that are motivated by self- 
interest tend to ignore external costs and benefits. Tn^ 
those situations, a case may be made for government 
intervention. 
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Handout 11-2 



EXTERNALITIES WORKSHEET 



1 r 



- Name , 



Class . 



1 Define negative externality or third-party cost. 

2 Give three examples of third-party costs. 

a : . . — : 

• b . ^ . 

c : — _ 

3 In the supply and demand graph below, only the 
private costs and benefits have been accounted for. 
Draw the new' supply curve, and show the new equi- • 
librium price and quantity for steel if the external costs 
ofpoliijtior) were also counted as costs of production. 







1 N 

1 

1 

! 





1 Define positive externality or third-party benefit. 

2 Give three examples of third:party benefits. 

• a ; . — 

b . : 

c — : : 



3 In the supply and demand graph below, only the 
private costs and benefits have been accounted for. 
Change the graph to show the new demand curve for 
education if all the third-party benefits to the community 
were counted as part of demand. Show the new equi- 
librium price and quantity. 




Q 

TONS OF STEEL 



Q 

EDUCATION 



4 Would more or less steel be produced according 
to the. new supply curve? 

5 Would the price be higher or lower? — ^ . 

6 Why are products that entail third-party costs "over- 
produced 7 . 



'4 ^ Would more or less education be available ac- 
cording to the new demand curves? — 

5 Would the. price be higher or lower? 

6 Why may products that yield third-party benefits 
be "underproduced"? ' • 
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Handout 11-3 



WHAT WOULD YOU DO? 



Name 



Class . 



1 ' A manufacturing plant pollutes a nearby river, much to the displeasure of 
the residents downstream. At a town meeting, residents discuss three proposals 
for solving the pollution problem. Pick the one you think is best and defend your 
answer. - 

Proposal 1 Since the downstream residents will receive the benefits 
of pollution control, they should pay for it. This is a clear case of external 
' benefits or positive externalities. A property tax should be placed on 
the residents downstream. 

Proposal 2 The government should force the plant to close. That is 
the only way to stop all the pollution. There is no reason for the down- 
stream residents to suffer. Any other solution still feaves some dirty 
water. ' 

Proposal 3 The company is not counting all of its costs of production. 
Keeping the river clean should be one of these costs. A tax, called an 
effluent tax, should be placed on the company for each cubic foot of 
polluted water. , * 



2 The National League has awarded a new franchise for a baseball team to 
be established in Miami, Florida, but only if the new team, the Miami Oranges, 
has a major league stadium in which to play. Miami will have to build a new stadium 
if a team is to be awarded a franchise in that city. Proponents argue that the team 
will generate new business, provide jobs, increase tax revenues, and promote 
.tourism in Miami because of the greater national exposure. Opponents argue *hat 
most of the money spent on baseball games will be by Miami-area residents, i ') 
will simply reduce their spending on other things': Thus, there will be few new jCbs 
or tajc revenues and few new tourists coming to Miami in the summer. Others say 
that the st&dlum, wherever it is locatedi -will cause property values to go down and 
create traffic and parking problems and noise pollution. Voters have three proposals 
before them. Using your knowledge of externalities, write a paragraph in support 
of each proposal. What assumption concerning external costs and benefits does 
each proposal make? 

Proposal 1 No city money should be used in the construction of the 
stadium. 

Proposal 2 The city should place a tax on each ticket sold, to pay for 
the stadium. 

Proposal 3 The city should build the stadium and lease the right to 
there to the baseball team at a subsidized rate. 
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Lesson 12 



When There Isn*t Pure Competition 



TIME REQUIRED Two class periods. 

CONCEPTS Competition and market structure 
Monopoly 
Oligopoly 

Monopolistic competition 
Market failures d 
.The role of government 

INSTRUCTIONAL OBJECTIVES Students will 

• Recognize characteristics of different market 
structures; 

• Name the type of market structure under which 
a firm operates; 

• Analyze price-setting behavior of a monopoly; 

• Evaluate different approaches to government 
policy regarding noncompetitive markets. 

RATIONALE This lesson should help students un- 
derstand different market structures and some of 
the arguments about government attempts to pre- 
serve competition. Because most actual markets 
do not fit the assumptions of the perfectly com- 
petitive market model, it is necessary to examine 
what happens when these assumptions, such as 
perfect information and an industry consisting of 
many small firms, are violated. Economists have 
developed classifications and market models to ex- 
plain how other market structures, such as those 
characterized by monopoly, oligopoly, and monop- 
olistic competition, can produce results that differ 
from those expected under purely competitive con- 
ditions. 

MATERIALS A copy of Handouts 12-1, 12-2, 12- 
3, 12-4, and 12-5 for each student. 

PROCEDURE 

1 r Distribute Handout 12-1 to the students, and 
have them look it over. Help them understand the 
difference among pure competition (called perfect 
competition in some textbboks). monopolistic 
competition, pure oligopoly, differentiated oligo- 
poly, 'and monopoly. Ask qtiestions such as these: 

• What is the difference between homoge- 
neous and differentiated products? (Homo- 



geneous products are identical; differentiated 
products vary in quality and type. Raw cane 
^ sugar is homogeneous; candy bars are dif- 
ferentiated.] 

• What is the difference betwe n pure com- 
petition and monopolistic competition? (Un- 
der monopolistic competition, products are 
differentiated and competition takes place in 
ferms of both price and quality. In.pure^com- 
petition, products are identical and market 
forces set the price.] 

• Is monopolistic competition close to mo- 
nopoly? (No, it is closer to pure competition 
because it has many firms.] 

• What are the main characteristics of oli- 
gopoly? (Few firms, price leadership, barriers 
to entry, j 

• What is the difference between pure oli- 
gopoly and differentiated oligopoly? (Pure 
oligopolists make identical products; differ- 
entiated oligopolists make products that 

' compete against each other in terms of qual- 
ity.] • . . 

• What are some examples of barriers to en- 
try? (Large advertising costs, patents, licen- 
ses, high level of capital investment ] 

• What is the distinguishing characteristic 
of monopoly? (Only one firm in an industry 
or in a particular geographical area or in a 
particular market in which other firms are 
unable to compete.] 

2 Ask the students to fill in the last coliamn of 
Handout 12-1 with examples of each market struc- 
ture. Discuss their answers. Possible answers fol- 
low: ' 

Pure. competition: the wheat, corn, and other 
markets for agricultural products 

Monopolistic competition: fast food, gaso- 
line and other products sold at retail that 
carry brand names 

Pure oligopoly: steel, aluminum 

Differentiated oligopoly: breakfast cereal, 
beer, soft drinks, toothpaste, soap . 

Monopoly: electric utilities, gas utilities, lo- 
cal phone service 
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3 Give a copy of Handout 12-2 to each student. 
You can use this handout as a quiz or for a dis- 
cussion. (Answers follow the Evaluation sugges- 
tions below.) ^ 

4 Give a copy of Handout 12-3 to each student. 
The purpose of the case study is to have students 
understand that many antitrust policy decisions, 
are not clear-cut. Have the students read the case 
study and then write the answef s to the seven ques- 
tions. Discuss the answers with the students . Then 
ask some students for their recommendations on 
the case. 

, 5 Give a copy of Handout 12-4 to each student. 
You can use this case study as a>quiz, or vou can 
use it as another part of step 4, above. (I^udents 
can work on Handouts' 12-3 and 12-4 in small 
groups and make group recommendations.) 

EVALUATION Give a copy of Handout 12-5 to each 
student. Students should write a^brief essay stat- 
ing their reaction as consumers to the congress- 
woman's speech. 

ANSWERS TO QUESTIONS IN HANDOUTS 
Handout 12-2 

Suspect 1 . Pure bligopoly: "oligopoly" because of 
price leadership and "pure" because Suspect 5 
must be a differentiated oligopoly. ^ ^ 

Suspect 2. Monopolistic competition: because the 
presence of a large number of sellers eliminates 
oligopoly and monopoly, and the ne^d to ad- 
vertise eliminates pure competition. 

Suspect 3. Pure competition: the existence of many 
competitors eliminates monopoly; the lack of 
product differentiation eliminates monopolis- 
tic competition and differentiated oligopoly; 
and Suspect 1 accounts for the only other re- 
maining possibility. 

Suspect 4. Monopoly: the lack of homogeneous 
products eliminates pure competition and pure 
oligopoly, and the other two possibilities are 
accounted for by Suspects 2 and 5. 

Suspect 5. Differentiated oligopoly: because of bar- 
riers to entry and product differentiation. 



Handout 12-3 

1 Differentiated oligopoly, 

2 As more sales are concentrated among fewer 
firms, the remaining firrjis are tending to turn into 
oligopolies, 

3 Advertising costs and brand recognition/loy- 
alty. 

4 More concentrated markets can lead to lower 
output, higher prices, and misallocated resources. 

5 Promoting competition. 

6 Answers will vary. Other goals to consider, 
for example, are economic security for the workers 
at the two breweries and economic freedom. 

7 ^ Answers will vary. One major point of differ- 
ence among students may well concern whether 
they believe the two companies can survive without 
merging. 

Handout 12-4 

1 Will breaking up the monopoly produce lower 
prices and raise output? Are there economies of 
scale? What, if anything, prevents potential com-, 
petitors from entering the market? 

2 -Do nothing. Lift the import ban. Break up 
AHTI. 

3 Answers will ' vary but should iificlude pro- 
moting competition and economic freedom. 

4 . Answers will vary. 

Handout 12-5 

From the consumer's point of view, the impor- 
tant factor is that man^iating highe?prices will not 
protect consumers. In fact, it limits price compe- 
tition and hurts consumers. Protecting competi- 
tors does not necessarily preserve competition. The 
proposed legislation reduces competition, probably 
more effectivejy than the "big" companies could do 
by themselves. There may be a greater number of 
firms, but they won't be competing as much. ' 



105 



119 



HANDOUT 12-1 



— : Class 

Different Types of Market Structure 



Market 
Structure 


No. Of 
Firms 


Type of 
Product 


Conditions of 
Entry 


Type of Price-setting 
Behavior 

/ 


Existence of 

Nonprice 
Comf^ttion 


Example^ 


Pure (perfect) 
competition 


Many 


Homo- 
geneous 


Free or very 
easy 


t 

Determined by market 


None 




/Monopolistic 
competition 


Many 


Differentiated 


Relatively 
easy 


. Determined by market plus 
small amount of discretion 


Some, 
especially by 
advertising 




Pure 
oligopoly 


« 

Few. 


Homo- 
geneous 


■ Substantial 
■ barriers 


. Determined by market plus 
considerable discretion. 
Possible price leadership 


Some, such 
as on-time 
delivery. 


Q 

\ 


Differentiated 
oligopoly 


Few . 


Differentiated 


Substantial 
barriers 


Determined by market plus 
considerable discretion , 
Possible price leadership 


Extensive 




Monopoly 


One 


■Only product 
of its kind 
available 

7; 


Entry can be 
blocked- 


Establishes price at most 
profitable level possible 


Advertising of 
firm's 
Image" 


t 

« i • 

\ ■ 
t 
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Handout 12-2 



WHO'S THE MOMOPOLIST? 

Name 1 ■. ■. Class 

Inspector Mark Etts is trying to find out which suspect is the monopolist. He 
knows that each represents 'a firm in a different market structure, but which is 
which? Dse the quotations below, the information in Handout 1 2-1 , and the process 
of elimination to help Inspector Etts specify the market structure for each suspect. 
. (Each'of the five market structures in Handout 12-1 is included and is used only 
once.) 

p Suspect 1 Took, I'm not the monopolist. Tve got plenty of competition. If I 

■ tried to raise my price, I'd lose business to Giant Industries. No, sir. I wart for 
them to raise prices, and I follow along behind." 

Suspect 2 'Tve ^ot more problems than you have. New shops like mine are 
opening all the time. I have to spend money on advertising to convince people 
that my shop is unique and different." 

Suspect 3 "I canH afford to advertise. It would eat up whaf little profit I make. 
Besides, what good would it do? My product is the same as everyone else's." 

Suspect 4 "Well, my product Is -like no one else's. I work hard to make sure 
that my firm stays out front to avoid the perils of cutthroat competition. An 
orderly market and a fair price. That's our motto."; 

Suspect 5 ^ "Good for you. But, Inspector, I'm not a monopolist. I know it's 
tough to break into our market, what with 'the huge -advertising costs. Brand 
recognition is important. But I'm not guilty." 

Suspect V Market Structure 

1 ; ^ 

■ 2 — — — - 

3 . _ — ■ 

4 • — 

V 5 : 
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Handout 12-3 s 

THE BEER CASE 

Name .... ' . Class. 



You have been hired as-g corasulting .economist Jor the Antitrust Division of the U.S. Department of Justice. The 
following case is given-to you for review. Use what you know about markets plus the information in the case-to suggest 
policy to the assistant attorney general in charge of your antitrust actions. 

^ CASE ' 

Facts: Regional Brewers/Inc, has aimoujiced plans to merge with Foamy, Inc., another "brewer. The 
following table shows the leading brewers and their respective shares of- total beer sales in the past yea?. 

1. Muggs df Steins, Inc. ' 

2. Jones Breweries, Inc. • 16% 

3. Big KBgs, Inc. . , " ' 10% 

4. Schaatzer, Inc. 8% ' 

5. Regional Brewers, Inc. " . 7% ' 
^ 6. Foamy, Inc. ^ 5% 

7. D.B. Bottlers • 4%" 

. ^ ^ 8. Great Southern Brewery, Inc. 4% 

9. All others . .. . 26%* 

The beer business has been getting more and more concentrated because smaller brewers have either 
been going out ^fbusiness or have merged wlth'larger brewers. Thus, the leading firms, especially the 
two largest, have been getting more and more of the beer business. The four largest brewers now aCGouixt 
■for 54% of sales; the eight largest for 74%. * 

^Arguments: Some staff attorneys at Justice believe the merger should be. opposed. They think a ' 
merger of the fifth and'sixth largest brewers will continue what the attorneys regard as unhealthy 
trends toward bigger brei^eries, toward more concentration of sales among fewer firms, and, therefore, 
toward less competition. Large advertising campaigns by the biggest brewers are further incre^^sing the 
difficulties of small brewers and raising barriers to the entry qf potential competitors. . . 

Attorneys for the companies involved have filed papers arguing that neither brewer can survive-in 
the long run without the merger. The merger would create a new company with a larger advertising 
budget and with national bre^flnlng and marketing capability. They argue that if their companies fail, most) 
of the sales they now acjioujit for will go to the top two companies and thus concentrate the market to 
an even greater extent. They argue that one strong competitor is better than two companies out of busi- 
ness. ' . 

Question: Should the Justice Department announce that it will oppose the merger?' What is your recomnnenda- 
tion and why? - * , » 

You should consider the following questions in arriving at an answer: 

1. What kind of market structure Is present? 

2. What trends^ are taking place in. the beer business? ^ . 

3. What barriers* to entry are there, if any? . - • 

4. Why is the"Dep"artment of Justice concerned with the Trend in the beer market? 

5. Wbat goal does the Dqpartment of Justice seem most concerned with? 

6. Are there any other goals that feould also be considered? 

7. How well do you think each of the alternatives meets the goals-that you regard as the rnost important? 

From Master Curriculum Guide in Economics: Teacliing Strategies for Higtj Sciiool Economics Courses. 1 985. Joint Council on Economic Educaffon 
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Handout 12-4 

o 

THE MONOPOLY CASE 

^Name ^ — • • — Class . 

/ Amalgamated Hi-Tech Industries, Inc. (AHTI) became a monopoly in the market 

•for on-board computers for speedboats when the last of its competitors folded a 
. \.year ago. At present, all imports are banned. The assistant attorney general Wcjnts 
V . your opinion about whether the Justice Department should start a la[wsuit to force 

AHTI to split into six separate competing companies. 

^ ' V BACKGROUND 

. Facts , ' ' 

^AHTI, like all monopolists, is limiting its production to the most profitable level 
and therefore charging a higher price than it might be able to in a competitive 
market, given the prevailing demand schedule for the product. Its profits are not 
outrageously high per dollar invested compared' to the national average for all 
^ industries. Estimates prepared by the department staff show that, under competitive 

conditions, consumers would buy 90,000 computers annually at a price of $142 
each (for total sales of $12,780,000). AHTI is charging $177 and limiting production 

to,75,000 (for total sales of $13,275,000). 

/' ^ ■ 

t' 

^ Arguments 

Staff attorneys argud that consumers are being bilked because of AHTI's 
monopoly. Prices would be Igy^r and output higher if AHTI were broken up into 
separate companies. By breaking up the monopoly, the resulting output and price 
should be closer to what would be the case under competitive conditions. The 
staff says that the monopoly distorts resource allocation and allows AHTI to be 
• sloppy and inefficient. j 

The documents filed by AHTI's attorneys argue that sinoft^HTI's preseot profits 
are-not unusually high, higher output and lower prices would not allow for a 
. . _ reasonable. protLt^Eurther more . th ey sayJhatJji Baking the company up w llLhatm. 



consumers, not help tFiem. They point out that the Justice Department report , . 
assumes that each of the small companies could produce about as efficiently as 
one big company. They say this assumption is wrong: AHTPs size allows large- 
scale production which is more efficient than producing the same total amount at 
approximately six srhaller factories. Thus, they argue, breaking up AHTI would- 
' cause a price increase, not a decrease. Finally, AHTI argues that if other producers 
can maj<e a reasonable profit, they will enter the market and'compete. Nobody is 
' , • stopping them. , - 

' ' . ."^^ . ^ . - " 

In your repbrt to the assistant attorney general, what will you retsommend and I , 

c why? . . ' 

^ Consider the following as you make your decision: 

.1 What are the key issues in this case? 

. 2 . What are some policy alternatives? 

3 .What are some impQrtant goals that can be used to evaluate the policy ^ 
alternatives? 

4 How well does each alternative meet these goals? 

• From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985. Joint Council on Economic Education. 
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[ Handout 12-5 

CONSUMER PROTECTION? 

Name : .. : . Class. 

Lately you have become interested in the problems and responsibilities of consumers. You have even joined a 
local consumers' rights activist organization. The representative from your congressional district is to speak before 
your group tonight, and you are to deliver a brief reaction to her speech. You have obtained a draft copy of her 
address so that you can prepare your remarks more thoroughly. A portion of her speech reads: 

"... and the recession drove many, many small businiesses under. They had 
neither the size nor financial strength to compete with big companies during the 
recent hard times. 

"Now, I am woi^ried about the effect the closing of these small businesses will 
have on consumers, particularly the closing of the retail establishments— the local 
grocery, clothing store, drug store, appliance store, and so on. I am concerned 
thaf with the loss of these businesses,' big companies will have less competition 
and will be able to raise prices and gouge the consumed/Protecting consumers 
means protecting competition. And protecting competition means protecting com- 
petitors from the unfair advantages of large companies. 

"I am, therefore' introducing legislation to mandate minimum fair prices in 
certain retail industries, These minimum prices will ensure that large companies 
do not undercut the prices that vsmall businesses can profitably offer. Competition 
- will be preserved and consumers will benefit . . ." 

How will you respond to this portion of the representative's speech? Write your reaction from the consumer's 
viewpoint, including whether you agree with her or not and why. 



' '7 From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985. Joint Council on Economic Education. 
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Lesson 13 

Until the Last Unit Equals . . . 



TIME RE9UXRED One class period 

CONCEPTS Opportunity cost and trade-offs 
Marginalism 
Diminishing returns 
Tables.. 

INSTRUCTIONAL OBJECTIVES StuderitS Will 

• Apply marginal analysis in economic decision- 
making; 

• List several personal and government problems 
to which marginal analysis might be applicable; 

• Explain and give examples of the law of dimin- 
ishing returns. 

RATI07VALE Marginalism is an important concept 
useful in personal and social decision-making. 
Choices rarely are all-or-nothing propositions but 
usuadly concern incremental changes. Should a firm 
produce a few more or a few less units of output? 
Should a .consumer buy a bit more of this and a 
bit less of that? Is the marginal or additional value 
produced by hiring more workers equal to or greater 
than the additional cost of hiring those workers? 
This lesson applies the concept of marginalism to 
several different situations. 

MATERIALS 

1 A copy of Handouts 13-1 and 13-2 for each 
student. 

■ 2 A transparency of the table in Handout 13-1. 
3 An overhead projector. . 

PROCEDURE 

1 Give a copy of Handout 13-1 to each student.^ 
Explain tp the students that they will decide hW 
many workers to hire to cut trees for a lumber 
company. Have them read the first page of the 
handout. 



^ 2 Project the transparency of the table in Hand- 
out 13-1. Explain the column headings and data, 
particularly how the numbers in the column la- 
beled "Additional Trees Produced" are found. Say, 
for example, "The first worker cuts and loads 8 trees 
in a day, and the additional trees produced by the 
first worker compared with no workers at all is 8. 
Hiring a second worker brings the total number of 
trees cut and loaded to 18. Thus, the second worker 
accounts for the production of 10 more trees than 
when only one worker is used. So the additional 
product is 10, and'so. on." 

3 Have the students complete the "Additiohal" 
Trees Produced" column, and be sure they under- 
stand the idea. Some students might ask why the 
additional product increases first and then de- 
clines. Point out that at first having more workers 
increases efficiency as they help each other string 
lines, load trees, and do other tasks. At some point, 
there is not enough equipment or tasks to keep all 

* workers busy ail of the time. At that point, addi- 
tional product begins to diminish; this is an ex- 
ample of "the law of diminishing returns" at wqj^. 

4 Divide the class into management teams of 
4—5 students each. Ask each team to decide how 
many workers it will hire and to prepare a justifi- 
cation for its decision. 

*5 After allowing time for the students to reach 
decisions, ask each group to state its decisiorT and 
give its justification. Some groups will probably 
select four workers because returns diminish be- 
yond that point. Later they will see that this de- 
cision is wrbng. 

6 Tell the groups that you have additional in- 
formatioh for them that might make them change 
their decisioijs. Have the students label column 4 
(now blank): "Value of Additional Trees" and col- 
umn 5 "Additional Labor Cost." Explain that each 
tree cut and loaded is worth $20. Trius, the "Value 
of Additional Trees" produced by the first worker 
is $160 ($20 X 8 = $160). The value of the second 



"Until the Last Unit Equals..." was adapted from Teaching Economics in One Semester, a curriculum resource package developed by 
the North Carolina Council dn Economic Education. Greensboro. We gratefully acknowledge the North Carolina Council's permission 
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worker's additional output is $^200 {$20 x 10 = 
$200), and so on. Tell tbem that a worker gets $53 
per day in wages and benefits. Therefore, the "Ad- 
ditional Labor Cost*" of one worker is $53 a day 
compared with having no workers at all. The cost 
of the second worker is an additional $53, and so 
on. Have^.11ie claGs assist you in completing the 
~table,;.and fill in the numbers on the transparency. 
The completed table follows the evaluation sug- 
gestions below. .. . 

7 Allow the groups time to decide how many 
workers to hire. Then ask each group for its new 
decision and justification. Students should decide 
on 9 workers. If not— let us assume the students' 
answer is 5 — ask whether the additional value pro- 
duced by thesixth worker exceeds the cost of hiring 
that worker. The seventh? The eighth? The tenth 

8 Point out the general rule that additional 
workers will be hired as long as the additional (mar- 
gin^) value of the output of the last worker em- 



ployed exceeds the additional (marginal) cost of 
hiring that worker. 

9 Ask the students to arrive at new decisions 
given the following changes in conditions; 

• The basic wage is increased. Workers now 
must receive $62 per day. (8 workers.) 

• A new Lumber Workers Union negotiates 
an Industrjwide wage ^f $105 per day. (7 
workers.) 

EVALUATION 

1 Give a copy of Handout 13-2 to each student. 
The students should use marginal analysis to 
choose the best .option. 

2 Ask the class to give examples of personal and 
government problems to which marginal analysis 
might be applied. List the examples on the chalk- 
board. Ask the class what kinds of data .would be 
needed to decide how to solve these problems. 



ANSWERS FOR QUESTIONS IN HANDOUTS 
Handout 13-1 



Tree Production 



No. of 
Workers 


No. of Trees Cut 
& Loaded per 
' Day 
(2) 


N6. Of Additional 
Trees Produced 
per Day 
(3) 


Value of Addi- 
tional Trees Pro- 
duced per Day 
(4). 


Additional Labor 
Cost per Day 
(5) 


.1 


8 


8 


$160 


$53 


2 


18 


10 


200 


53 


. 3 


40 


22 . 


440' 


.53 


4 - 


89 


49 


980 


53 


5 ' 


130 


41 . 


820 ' ■ 


, 53 


6 


150 


20 


400 


53 


7 


159 


9 


180 


' 53 


■ 8 


164 


.5 


100 


53 


• 9 


167 


3 


60 


53 


■ 10 


169 . . ■ 


2 


40 


53 



Number of workers to hire: 9, because the additional cost of the tenth worker exceeds the additional value of what 
that worker produces. ' . - •» ' 



Handout 13-2 

Option 5 because the marginal cbst of adopting option 
6 is $12 million, which exceeds the benefits of $10 
million. . 
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Handout 134 



TREE PRODUCTION WORkSHEET 



Name : : . . . — '. Class 



The company you work for is heavily involved in harvesting trees for the production of lumber and paper products. 
The company has just.obtained a lease on a large tract of land in a remote area of the state. Management has decided 
that it will- be best to harvest these trees as quickly as possible since (1) work crews will have to be paid additional 
living expenses fdr working in .this area and (2) replanting should be begun as early as possible to maximize profits. 
Cut and processed trees are to be stored nearby in a large area next to a railroad line, so storage and shipping are 
no problem. You must determine how many workers should be employed to harvest the trees. 

Information: 

1 You have a fixed amount of land available from which to cut trees — approximately 2500 acres. 

2 You have a fixed amount of capital equipment assigned to this task— trucks, chain saws, skidders, etc., worth 
approximately $300,000. 

3 Because of poor weather conditions, company policy forbids employees to work overtime. 

TREE PRODUCTION 



NO. OF ADDI- 
NG. OF TREES TIONAL TREES 
NO. OF CUT & LOADED PRODUCED PER 
WORKERS ^ PER DAY DAY 

(1)f ./^^ <2) (3) (4) (5) 



1 - 


8 


8 


2 


18 


10 


3 


40 . 


" 22 • ■ . ■ 


4 


89° . 


49 ' 


5 


130 


41 


6 \ 


150 




7 


159 




8 / 


164 




9 


167 




10 


169 
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Handout 13-2 

HOW MUCH GUNK SHOULD WE ACCEPT? 



Name , . — — . ' — — - — — L Class 

You iare an economic adviser to the U.S. Environmental Protection Agency. 
You are in charge or recommending new "gunk control standards" <GCSs) for the 
smurf sticker industry. What set of stanqiards (options) would you suggest, given 
the following facts? ( You may select only one option.) 

Fact i: BAT (Best available technology) standards require the industry to use 
whatever; control technology -clea.ns up the most gunk (option 10). 

Fact 2: Each successive alternative involves a tightening of standards to allow 
less gunk into the environment. For example, option 3 allows less gunk than 
option 2. 

Fact 3; Technical studies by the National Academy of Sciences and the Environ- 
> . mental Protection Agency have generated the following data: 





Estimated Health and 


Estimated Cost of 


GCS 


Other Benefits 


Industry Compliance 


Options 


(millions of $) 


(millions of $) 


1 


$ 10 


$ 5 


2 


'20 


11' 


3 


■ 30 


18 


4 


40 


26 


5 


. 50 


35 


6 


60 


47 


7. 


70 


61 


8 


80 


80 


9 


90 


105 


10 (BAT) 


100 


155 



1 Which option would you recommend? Why? 

2 Write a brief report justifying your decision. 
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Lesson ia 



Economic Ups and Qowns 



TIME RsguiRED Onc class period 

CONCEPTS Gross National Product 
Unemployment rate 
Inflation 
Deflation 
Tables 

Charts and graphs , 
Percentage changes 

INSTRUCTIONAL OBJECTIVES Students will 

• Plot economic data on a graph; 

• Analyze economic data for the trends they re- 
veal; 

• Classify a series of years as periods of recession 
or expansion; 

• Define key indicators of economic performance 
(real Gross National Product, Consumer Price In- 
dex, unemployment rate). 

RATIONALE News reports about the economy of- 
ten refer to data concerning economic growth, , 
recession, inflation, and unemployment. These are 
among the key indicators of economic performance 
that well-informed citizens should be familiar with. 
The ability to understand the meaning of such in- 
formation is a necessary first step in judging the 
appropriateness of current economic policies. 

MATERIALS 

1 A copy of Handouts-14-J, 14-2, and 14-3'for 
each student. 

2 A transparency of Handout 14-4. 

3 An overhead projector. 

4 The latest Economic Report of the President 
or other source(s) of economic data with which to 
update handouts. 

. 

PROCEDURE 

1 Before the class meets, bring the data on 
Handout 14-1 up to date. (You can use the handout 
until the year 2001 ; there is ample room to extend 
it further as. well.) The best source of recent data 
is the appendix in the Economic Report of the Pres^ 
ident, which is-published every February; use the 



latest edition. (Note: Data on the real Gross Na- 
tional Product should be taken one source, if 
possible, unless you can insert. the revisions for the 
past three years that are made every July.) 

2 Give a copy of Handout 14-1 to each student. 
Briefly explain the meaning of each indicator. (Les- 
son 15 deals with these indicators in more detail.) 

3 Give a copy of Handouts 14-2 and 14-3 to 
each student. Explain that by.graphing economic 
data, the class will be able to see important rela- 
tionships among them. 

4 Have the students graph the data as directed 
in items 1—3 of Handout 14-2. Because the rest of 
the lesson depends on accurate graphs, check the 
students' work. You may want to project one of the 
graphs drawn in class against Handout 14-4 so 
that students can check their work. 

5 When students have finished the graphs, they 
should ans)ver the questions in item 4 of the hand; 
out. 

6 Project a transparency of Handout 14-4, arid 
go over the answers to the questions in Handout 
14-2. To nail down the main points, ask these ques- 
tions: 

• . What are business cycles? (Business cycles 
are sequences of rises and falls in overall eco- 
nomic activity, particularly as registered in ' 
statistics on. Gross National Product, the in- 
dex of industrial production, employment, 
unemployment, and income.-Business cycles 
typically consist of four phases: a period of 
expansion or rise in total economic act/vity; 
a peak or topping-out period; a contraction 
period, during which total economic activity 
declines; and a trough or bottoming^-out pe- 
riod. The expansion then resumes, and' the 
whoTe cycle of phases is repeated. These 
phases can 'be seen in the graph 'of real 

. GNP, for example: 1970-73 — expansion;* 
1973— peak; 1973--75— contraction; 1975— 
trough^) 

• What happens to prices and unemploy- 
ment during contraction or recession? (Prices 
tend to decline or their rise slows, although 
the effect is sometimes delayed. Unemploy- 
ment rises.) 
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• What happens to prices and unemploy- 
ment during expansion? (Prices tend to in- 
crease, although less during the early stages 
of a recovery than during the laf^r stages. 
Unemployment declines.) 

EVALUATION Asscss the students' answers to the 
questions in Handout 14--2. 

- ANSWERS FOR HANDOUT 14-2 (Note that you will 
have to deterinine how the data you insert — ^^that 
is^ plot— for the years after this lesson has gone to 
press may add to or modify the- answers. At the 
time this book was published, the dollar basis of 
real GNP was scheduled to be changed in late 1985 
from 1972 dollars to 1982 dollars. When that hap- 
pens, all the GNP data in Handout 14-1 should be 
replaced with the new series in 1982 dollars. 

4 a Recessions occurred during 1973-:75, 1979- 
80, and 19 81-82. ^ . 

b ' The unemployment rate rose. 



c In the 1973-75 recession, the Consumer Price 
Index rose the first year and then declined. The* 
rate of inflation increased in the 1979-80 recession, 
but declined significantly after the recession ended. 
The rate of inflation declined during the 1981-82 
recession. . 

d Periods of recovery include 1970-73, 1975-79, 
L980-8L, and 1982 at least through 1984. 

e The longest recovery was from 1975 to 1979; 
1980-81 was the shortest. 

f The 'unemployment rate declines. ■ ^ A 

g The rate of inflation tends to increase more rap- 
idly toward the end of expansion periods than at 
the beginning. 

■ ■ . • tf * • 

h The highest rate of inflation occurred in 1979- 

81. 

i The lowest rates of inflation occurred during 
1971-72 and 1983-84. ^ . 




ERLC 



116 



130 



Handout 14-1 



Name . 



Measuring the P^rformante of the U.S. Econoitiy 



Year 


Consumer Price Index 
(yr.-to-yr. percent change) 


Unemployment 
Rate, 
All Civilian Workers 
(percent) 


. Real GNP 
(billions of 197.2 dollars) 


1970 " 

1971. 

1972 

1973 

1974 


5.9% 
•4.3 
3.3 
6.2 
11.0 


4.9% 
5.9 
5.6 
4.9 . 
. 5.6 


$1,085.6 
. 1, 122.4 
1,185.9 
1,254.3 
1,246.3 


1975 
1976 
1977 • 
1978 
1979 


\ - ■ 
9.1 

5.8 - : 

6.5 

•7.7 ■ ^ / 
11.3 


8.5 
7.7 
7.1 

6.1 
5.8 


1,231.6 
1,298.2 
1 ,369.7 
1,438.6 
1,479.4 


1980 , 

1981 

1982 

1983 

1984 

1985 


13.5 
10.4 
6.1 
3.2 


"7.1 
7.6 
9.7 
9.6 
7.5 


1,475.0 
1,512.2 
1 ,480.0 
1,534.7 
1,639.9 



.1 



1986 
1987 
1988 
1989 

1990 
.1991 
1992 
1993 
1994 

1995 
1996 
1997 
1998 
1999 

2000 
2001 



SOURCE: CPI and civilian unemployment; 1970-83, and real GNP, 1970-80: Economic Report of the President, February 1984 (Washington, 
D.C.: U.S. Government Printing Office, 1984), pp. 283, 259, and 222. CF?I and civilian unemployment, 1984, and real GNP, 1981-84: £conom/e 
Indicators, February 1 985. 

From Master Curriculum Guide in Economics: Teaching' Strategies for High School Economics Courses'^ 985. Joint Council on Economic Education, 
•'2 Park Avenue, New York, NY 10016. .. 
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yMandout14-2 

GRAPHING THE U.S. ECONOMY 



Name ^ _» Class . 

• ■• .A • 

Instructions: Study the economic da[ta in Handout 14-1 . Use the data described 
in items 1-3 below to draw graphs in the appropriate portion of Handout 14- ' 
3. Then interpret the resulting graphs by answering the questions- in item 4, 
below.. 

1 Plot Real Gross National Product on the top graph. Real Gross National. 
Product measures the output of final goods and services in the economy in constant 
dollars* (i.e., with any effects of inflation or deflation eliminated). In general, In- 
creases in Real Gross National Product are looked on as favorable developments, 
decreases as unfavorable. 

'2 Plot the annual percent change in the Consumer Price Index on the middle 
graph. The Consu'rrier Price Index is the most widely known measure of changes 
in the average price level. A sustained rise in the level is called inflation; a sustained 
decline is called deflation. Both inflation and deflation are undesirable. 

3 Plot the civilian unemployment rate on the bottom graph. The civilian un- 
employment rate indicates the percent of the civilian labor force that is out of work. 
In general, low unemployment rates are looked on as desirable; High rates as 
undesirable. 

. 4 ^Based on the graphs you have plotted, answer these questions: 

a A recession is sometimes defined as a period when Real Gro§jS National 
Product drops for six months or more. During which years did we have 
recessions? 

- bs What happened to the unemployment rate during these recessions? 

c .What happened to the Consumer' Price Index during and after these 
recessions? . . , 

d N;7ie Real.Gross National Product increases during a period of economic 
expam^^^ During which years did the economy expand? 

e Which\was the longest period of economic expansion? Which was the 
shortest period of economic expansion? 

f What happfeqs to the unemployment rate during periods of economic 
expansion? 

g What happens toihe Consumer Price Index during economic expansion? 
h When did the higheWate of inflation occur? 
I When did the lowest rates of inflation occur? 



From Master Curnculum Guide in Economics: Teaching' Strategies for High Schdof Bsonomics Courses. 1 985. Joint Council on Economic Education. 
2 Park Avenue, New York, NY 10016. \ . . 



Handout 14-3 

GRAPHING ECONOMIC DATA 



N^me . 



Class . 



14 

12 
•10 
8 



c 
o 

Q- 6 



UNEMPLOYMENT RATE, ALL CIVILIAN WORKERS 
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70 72 74 76 78 '80 '82. '84 '86 '88 '90 '92 ' '94 



' CL 



14 

'12 
10 

'\ 8 
6 

, 4 
2 
0 



YEAR-TO-YEAR CHANGE IN CONSUMER PRICE INDEX 



70 72 74. 76 78 '80 



'82 



'84 '86 '88 



'90 



'92 '94 



... Continued 

From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985, JointCouncil on Economic Education, 
2 Parl< Avenue, New York, NY 10016. ^ 
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Handout 14-3 (concluded) 





2100 




2050 




2000 




1950 
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Handout 14-4 

GRAPHING ECONOMIC DATA 



Name 



Class . 



UNEMPLOYMENT RATE, ALL CIVILIAN WORKERS 




70 72 74 76 78 '80 '82 '84 '86 



'94 



YEAR-TO-YEAR CHANGE IN CONSUMER PRICE INDEX 




70 72 i74 '76 '78 '80 '82 '84 '86 '88 '90 '92 '94 



' • From Master Curriculum Guide In Economics: Teaching Strategies forHigli Sctiooi Economics Courses. 1 985. Joint Council on Econdmic Education, 
2 Park Avenue,''New Yorl<,.NY'"10016. / . \ ' 
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Hanijlout 14-4 (concluded^ 



REAL GROSS NATIONAL^RODUCT 
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Bconomic Qoals 



TIME RE9UIRED T\<^o class periods 



CONCEPTS 



Broad social goals 
Econom i c; growth - 



Inflation 
Deflation 

Gross NationqJ Product 
^ Unemployment 

Real vs. nominal values 
Index numbers 
Consumer Price Index 
Ratios and percentages 

iNStRUCTiONAL OBJECTIVES * * Students will 

• state the .principal broad social goals of our 
economy; 

Define each goal; 

• Explafn how We measure whether the broad 
social goals are being achieved; 

• Evaluate the performance of twentieth century 
U,S, Presidents in respect to economic growth, full 
employment, and price stability. . 

RATIONALE The Employment Act of 1946 indilie 
Humphrey-Hawkins Act of 1978 commit the federal 
government to pursuing economic policies de- 
signed to promote high employment, price stabil- 
ity, and economic growth. Students, should 
understand such broad social goals of the United 
States and how we typically measure their achieve- 
ment.' 

MATERIALS . ' 

1 A copy of Handouts 1.5-1, 15-2, anrl 15-3 for 
each student. ^ 

2 Ofttional: A copy of the latest Economic Re- 
port oj the President, in order t6 provide current 
data. 

3 Optional: Calculators for students. 

PROCEDURE 

1 Distribute Handout 15-l>to the fetudents. Ex-' 
plain to them that in this lesson they will look at 
three important economic goals that are included 
among the broad social goals of the United States — 
that is, goals that the majority of people support. 



• Full employment 

• Price stability. 

— • — Eeenomie- growth. : 

Mention that there are other important eco- 
nomic goals such as protecting the environ- 
ment, promoting p.n equitable distribution of 
income, and promoting economic- freedom. 
Have students. read the overview. 

Measuring the Achievement of Social Goals 

a Work through the Measuring Empl6y- 
ment section with the students. Have them 
answer the questions at the end of that sec- 
tion before going on ."^Answers to the ques- 
tions are: 





Civilian 


Civilian 


Civilian 




Labor 


Unemployment 


Employment 


Year 


Force 


Rate 


Rate 


1950 


62 


4.8% 


56.2% 


1960 


70 


5.7 


56.4 


1970 


83 


4.8 


57.7 


1980- 


107 


7.5 


58.9 



( 1 ) Bath the unemployment rate and t^ie^ 
employment rate were higher in 1980 than 
in 1950 arid 1960. Can you explaifi how 
such a result could occur? (It may seem 
paradoxical that the employment rate and 
the unemployment rate could both be 
higher. To understand how this could 
happen, calculate the percent increase in 
the numerators and the"Zrenominatorc3 of 
each equation shown earlier in the read- 
ing from 1950 (or 1960) to 1980. Since, 
for each equation, the numerators rose 
more than the denominators, both the 
employment rate arid the unemployment 
rate rose. To understand u^hy both rates 
went up, one must analyze the figures in 
more detail. In brief, the employment rate 
rose because many women entered the la- 
bor force and found jobs in great number. 
At the same time the men in the labor force 
found jobs harder to get. Since the women 
largely took jobs that were not typically- 
held by mal^s, the new women workers 
did not, in general, displace meai. The uri- 
employmenl rate went up (a) because em- 
ployment in industries that chiefly employ 



men — steel-making is a good example- 
declined, failed to increase, or increased 
very little and (b), because many teenagers 
ent'^red the labor force and lai ge numbers 
of them did not find jobs.)* 

(2) Do the data on the national unem- 
ployment rate given in the table above re- 
flect the extent of unjmployment among 
a particular group in our society,, such as 
teenagers aged 16— 19? (No, the national 
unemployment rate is the average un- 
employment rate for all persons in the la- 
bor force. The unemployment rate for 
specific groups may^be much higher or 
lower. In ^1980, for instance, the unem- 
ployment rate for all teenagers (16—19 
years old) was 17.8 percent, for black male 
teenagers it was 34.4 percent, and for black 
female teenagers it was 36.5 percent. In 
the same year the unemployment rate for 
married men — black, white, and other — 
♦ averaged 4.2 percent.) 

b Read through the Measuring Price 
Changes section of Handout 15-1 and work 
out the examples in the text with your stu- 
dents. Then have the students do the prob- 
lems at the end of the section. Answers to 
the problems are: 

(1) $580 = (30 X $9) + (40 x $4) + (60, 
X $2.50) 

(2) (580/480) X 100 = 1.208 x 100 = 
120.8 

(3) 120.8 - 100 = 20.8% 

(4) (303.5 - 292.4)/292.4 X 100 = 0.038 
X 100 = 3.8% 

*c Read through the section on Measuring . 
Economic Growth in Handout 15-1 and work 
out the examples in the text with your stu- 
dents. U^e the review questions at the end 
of the handout to evaluate the students' un- 
derstanding of the topic. Answers follow: 

(1) $5000 X (100/125) = $4000 

(2) $6600 X (100/150) = $4400 

(3) $4000/11 = $363.64 

(4) $4400/12 = $366.67 

(5) (4400 - 4000)/4000 x lOO 0.1 x 
J. 00 = + io% — — — ~ \ — 

(6) (366.67 - 363.64)/363.64 X 100 = 



OTOOSa^ 11)0 = +0.83^ 

3 Distribute Handouts 15-2 and 15-3. Review 
with students how the U.S. economy has per- 



formed in^ this century. Among the noteworthy 
mattery to point out are the high unemployment 
in the 1930s an^ the fall in prices during the 1920s 
and 1930s, .the rapid recovery and high rate of 
growth under wartime conditions during World War 
II, 1941-44, and the generally strong peacetime 
real GNP growth from 1949 through the mid- f 960s, 
and the rather high unemployment rates and high 
inflation that began in the 1970s. You may wish 
to assign students the task of getting information 
on current trends in economic growth, unemploy- 
ment, employment, and price changes in the U.S. 
economy. Answers to discussion questions in 
Handout 15-3 follow: 

a During which Presidency was the rate of 
economic growth highest? (Durhig the 
Roosevelt administration of 1940-44.) What 
brought this about?" (World War II. ) Can this 
high rate of economic growth be equated with 
a high level of well-being for citizens during 
"this time? (No, because the rate of economic 
growth says nothing about the composition 
of output, and during the war, much of the 
growth in output was for arms and other war 
inateriel.) 

b What does a negative rate of change in 
real GNP mean? (It means that real output 
falls, that is, less goods and services were 
produced in a given year or period than in 
the previous year or period.) What period of. 
time'saw the greatest average annual drop in 
real GNP? (The Hoover administration of 
1929—32, when the economy plunged into 
the Great Depression. ) What happened to the 
employment rate and the unemployment rate 
when real GNP dropped in 1929-32? (The 
employment-rate fell and the unemployment 
rate rose dramatically.) Can you explain why 
■ prices also dropped? (Prices droppedbecause 
with high unemployment, many people had 
no or little income. Wit;h incomes down, de- 
mand for most goods and services fell, and 
hence their prices went ddwn.) 

c Explain why, in the Roosevelt presidency 
of 1933-36, the growth pf real GNP was very 
high and yet the average rate of unemploy- 
ment was higher than at any other time in 
the 1900s. (Although the rate of growth of 
output was high, the actual level of produc- 
tion in the economy was still very low since 
T the recovery during the Koosevelt'^presidencjr" 
started from the depths of the depression. 



-G enomic grow - th is gene r ally highest duiiiig 
periods of economic recovery because during 
these . times production can be expianded 
quickly by hiring back workers and starting 
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124 



138 



idle machihes rather than by buying new ma- 
chinrs and training new Workers.) 

d Which periods of time in this century do 
you think were the soundest in terms of over- 
man jecondmicjerfomarice^ {Answers, _ 
but students should be looking for- periods 
when the unemployment rate is low, inflation 
is low or nonexistent, and economic growth 
is high. Differences of opinion among stu- 
dents about the relative importance of un- 
employment, price trends, and economic 
growth should make for a good discussion.) 

. Optional: In the 1970s, a new indicator 
of overall economic performance called the 
"Misery Index" was created. The basic rriisery 
index adds the inflation, rate to the unem- 
ployment rate. ,{A more^complicated version 

, subtracts from this total the rate of real growth 
of real GNP.)'^he lower the index, the better 
the performance of the economy. While the 
misery index is overly simplistic as a measure 
of economic performance, students may gain 
som€ additional insights into overall eco- 

• nomic conditions by constructing a misery 
index for each presidential terni, using the 
data in Handout 15-2. (Note: The misery in- 
dex should be constructed using the absolute^ 
value of changes in the CPI, since falls in the 
general price level, which are generally ac- 
companied by declines in economic activity 
and increases in unemployment, are no rriore 
desirable than rises in the general price level. ) 

c Before 1947, the employment rate, the 
unemployment rate, and elated data based 
on the national survey of 60,000 households 
were computed using the population of per- 
sons aged 14 and. over. Beginning in 1947, 
the ratio has been computed using the pop- 
ulation of persons aged 16 and over. Why do 
you think this change was made? (In the first 
part of the twentieth cen tury, it was very com- 
mon for young people to start work as early 
as 14, and hence people were counted as part 
of the population of working age starting at 
that age. Subsequently, however, fewer and 
fewer young people left school to start work 
at such an early age, so it became less ap- 
propriate to treat people aged 14 and 15 as 
part of the working age population. The Fair 
Labor Standards Act of 1938 specified that 
children under age 14 could not be employed 
in' businesses involved in 'interstate com- 
merce, and the employmient of people aged 
to 1 6 w as subjected to restrictiv e national 



employment conditions existe^. The aqt also 
specified the first minimum wage in U.S. his- 
tory (25^^ per hour), and a penalty rate for 
overtime work (a -workweek of more than 40 
hours duration). By 1947, few 14-16-year- 
pTdis were lodi^ilig- for jobs orhfad JoTds.-T - - - 

f In looking at Handout 15-2, what rela- 
tionship can you find between the rate of un- 
employiTieiit and the rate of price change? 
(Up until the 1970s, we can observe that prices 
rose slowly or even fell when unemployment 
was high, and that when unemployment was 
low prices tended to rise somewhat. The 1970s 
were marked by both high unemployment and 
large price rises — 'i.e., considerable inflation. 
Explanations as to why we had both high 
unemployment and inflation include the 
jumps in oil prices beginning in 1973, the 
rapid increase and changing composition of 
the labor fprqe^^ increases in unemployment 
benefits, the time it takes people to react to 
unexpected changes in the economy, and a 
loss in market position by industries such as 
the steel and automobile' industries, which 
•faced competition .from substitute materials 
and/or imports.) 

g The United States entered World War I in 
1917 and World War II in 1 94 1 . What impact 
did these two wars have on inflation in the 
United States? Why? (Prices increased dur- 
ing both wars as a result of the large amounts 
of money that were created to help finance 
the war effort and the diversion of production 
from goods for personal consumption to goods 
for military use. Prices inc. eased much more 
rapidly during World War I than World War 
II because the economy was operating at high 
levels of output at the start of the U.S. in- 
volvement in World War I, while at the out- 
break of World War II, the U.S. economy was 
still recovering from the Great Depression. 
Hence prices rose much less rapidly during 
World War II. During both world wars price , 
controls were in effect on many items. During 
World War I the- price controls came late and 
were not very effective, whereas in World War 
II price controls were established' early and 
were more effective. Much of the inflation that 
would have occurred during World War II came 
during the Roosevelt-Truman presidency after 
the war ended, as controls were removed and 
' prices shot up.) 



EVALUATION Judge quali ty-ofre sponses to the 



regulations in situations where hazardous 



questions in the handouts. 
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Handout 15-1 



BROAD ECONOMIC GOALS 



Name 



Class . 



OVERVIEW 

The 1930s were marked by periods of chronically 
'^high unemployment in the United States. After World 
War II, Congress passed the Employment Act of 1 946, 
which stated that it was the continuing policy and re- 
sponsibility of the federal government to use all practical 
means to promote maximum employment, production, 
and purchasing power. The- Employment Act of 1946 
established three important goals for the economy: 

• Full employment (also called high employment) 
exists when most individuals who are willing to worl< at 
prevailing wages in the economy are employed. Even 
under conditions of full employment, there will be some . 
temporary unemployment as worl<ers change jobs and 
as new workers seek their first job. \^ 

• Price stability exists when the average level of \ 
prices in the economy is neither increasing nor de- 
creasing. The goal of price stability does not imply that 
prices of individual items should not change but only 
that the average level of prices should not. Therefore, 

a condition of price stability usually means that-some 
prices are rising, others are stable, and still others are* 
falling. A sustained rise in the average level of prices 
is called Inflation; a sustained clecline is called defla- 
tion. 

• Economic growth exists when the economy pro- 
duces increasing amounts of goods and services over 
the long term. If the increase is greater than any in- 
crease in population, the amount of goods and services 
available per person will rise, and thus the nation's level 
of living will improve. 



MEASURING THE ACHIEVEMENT OF 
ECONOMIC GOALS . 

In order to determine how well we are achieving 
the three economic goals listed a^ove,*we must mea- 
sure changes in employment, prices, and economic 
growth. In this section we look at how such measure- 
ments are commonly made. 



Measuring Employment 

The national civilian unemployment rate and the 
national employment rate are the two most important 
means we use to measure how well we are achieving 
the goal of full employment. The unemployment rate is 
derived from a national survey of about 60,000 house- 
holds conducted each month that askis about the em- 
ployment status of people aged 16 or older. The number 
of people at work or looking for work can be estimated 
very accurately from the survey data. Those people 
who are at work (the employed) plus those people who 
are looking for work (the unemployed) make up the 
labor force. (The labor forge is much smaller than the 
total population, since many individuals are too young 
or too old to work, some people are unable to work, 
and isome choose not to work.) The percentage of the 
total labor force that is out of work is computed by 
dividing the number of people looking for work (the 
unemployed) by the total labor force and multiplying^ 
the result by 100, as follows: - 



Unemployment rate 



Unempfoyed 
Labor force 



X 100 



The employment rate is determined by taking the 
number of civilians 16 years of age and older — these- 
data come frcJm the monthly survey of 60,000 house- 
holds—and dividing it by the number of persons 16 
years of age and older in the noninstitutional population 
of the United States. (NOTE: The noninstitutional pop-, 
ulation includes all persons 16 years of age and older 
who are not inmates of penal or mental institutions, 
sanitariums, or homes for the aged, infirm, or needy, 
nor members of the armed forces stationed in the United 
States.) 



Employment rate 



Employed 
persons, aged 
16 and older 

Noninstitutional 
population, 
aged 1 6 and 
older 



X 100 



From Master Curriculum Guide in Economics: Teaching Strategies forlHigh School Econonnics Courses. 1 985. Joint Council on Economic Education. 
2 Park Avenue, New York, NY 10016. 
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Handout 15-1 (continued) 



How well has the U.S. economy met the goal of full 
empioyment? Use the formulas just given to fill in the 
"last4hree-columns-of Figure 7 (Answers- for t 
1950 are given to guide you.) 

(1) Both the unemployment rate and the employ- 
ment rate were higher in 1980 than in 1950 and 1960. 
Can you explain how such a result could occur? 

(2) Do the data on the national unemployment rate 
given in the table below reflect the extent of unem- 
ployment among a particular group in our society, such 
as teenagers aged 16-19? 

Measuring Price Changes 

Price indexes are used to measure price changes 
in the economy. By using a price index, one can "com- 
bine" the prices of a number of goods and/or services 
and express in one number the average change for all 
the prices. The Consumer Price Index or CPI is the 
measure of price change that'is. probably most familiar 
to most-^people. It measures changes in the prices of 
goods and services commonly bought by consumers. 
Items on which the average consumer spends a great 
deal of money — such as food — are given more weight 
'(importance) in computing the index than items such 
as newspapers, magazines, and books, on which the 
average ponsumer spends comparatively less. The in- 
"dex itself is based on a market basket of approximately 
400 goods and services. They are weighted according 
to how much the average consumer spent on these 
goods and services in a given— or "base"— year. Other 



price indexes used in the United States include (1) the 
Producer Price Index, which measures changes. in the 
prices of consumer goods before they reach the retail 
level as well as the prices of supplies and equipment 
bought for use by businesses and (2) the GNP Deflator, 
which is the most inclusive index available since it takes 
into account all goods and services produced. 

To construct any price index, some previous period, 
most usually on6 year, is selected as the base period. 
The prices of any subsequent period are expressed as 
a percent of the base period. For convenience the base 
period of any index' and its components are practically 
always set at 100. For the Consumer Price Index, the 
formula used to measure price change from the base 
period is: 



weighted cost of 

base-period 
items in current 
period 



Consumer Price 
Index 



X 100 



weighted cost of 
base-period 
items in base 
period 



We multiply by 100 to express the index in percent 
form, which also makes the answer easily comparable 
to the figure of 100 set for the base period. To keep 
things simpje, lefs say an average consumer in our 
economy buys only three things, as described in Figure 
15-2. 



Figure 15-1 



YEAR 


CIVILIAN NONIN- 
STITUTIONAL ' 
POPULATION 
AGE 16 AND 
OVER 


CIVILIAN LABOR FORCE 


Employed 


Unemployed 


Total 


Unemployment 
Rate 


Employment 
Rate 


millions" 


1950 


105 


59 


3 


62 


4.8% 


56,2% 


1960 


117 


66 


■ ■ 4 








1970 


s. 137 


79 


4 








1980 


.168 


99 


8 
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Figure 15-2 



Quantity 
Bought 
in Base 
Year 



Unit Price in 
Base Year 



Unit Price in 
Year 1 



Unit Price in 
Year 2 



Whole pizza pie 
Prerecorded 

audiocassette. 
6-packof soft 

drinks 

Total 



30 
40 

60 



$5.00 
$6.00 

$1.50 



$7.00 
$5.00 

$2.00 



$9:00 

$4.00 
$2.50 



First compute the cost of buying all the items in the 
base year: • 

. (30 X $5 = $150) + (40 X $6 = $240) 
+ (60 X $1.50 = $90) = $480 - 

To compute the Consumer Price Index for Year 1 , find 
the cost of buying those same items in Year 1 . Try this 
yourself. Your answer should be $530, i.e., the sum of 
(30 X $7) + (40 X $5) + (60 x $2). The Consumer 
Price Index for Year 1 is then equal to ($530/$480) x 
100, which equals 110.4. This means that what we 
could have bought for $100 in the base year costs 
$1 10.40 in Year 1. If we subtract the base year index 
. of 100.0 from 1 10.4 we get the percentage change in 
, prices from the base year. In this example prices rose 
10.4 percent from the base year to Year 1. Remember 
that the weights used for the Consumer Price Index are 
determined by what consumers bought in the base year; 
in the example above we used base-year quantities to 
figure the expenditures in Year A as well as in the base 
year. The rate of change in this index is determined by 
looking at the percent change from one year to the next. 
If, fof example, the Consumer Price Index were 150 in 
one year and 165 the next, then the percent change 
for that year would have been a price rise of 1 0 percent. 
This is computed by u'se of the following formula: 



Price change 



Change in CPI 
Beginning CPI 
165 - 150 



X 100 = 



150 



X 100== 10% 



Now try these problems: 



(1) What is the cost of buying the base-year items 
in Year 2 in the table above? : 



(2) 



What is the CPI for Year 2? 



(3) 'What was the percentage increase in prices 
from the base year to Year 2? . 



(4) In December of 1982, the CPI was at 292.4, 
and in December of 1983, the CPI was at 305.5. What 
was the percentage change in prices for this twelve- 
month period? , • 



MEASURING ECONOMIC GROWTH 

To measure economic "growth, we measure in- 
creases in the quantity of goods .and services produced 
in the economy from one period of time to another. The 
Gross National Product or GNP is commonly used to 
measure economic growth. The GNP is the dollar value 
at market prices of all final goods and services produced 
in the economy during a stated period. 

Final goods are goods intended for the finaLuser. 
For example, gasoline is^linal good but crude oil, from 
which gasoline and other products are derived, is not. 
Before using GNP to measure economic growth, we 
must first adjust GNP for any price changes that'haye 
occurred. Let's say GNP in Year 1 is $1,000 and in 
Year 2 it is $1,100. Does this mean the economy has 
grown 10% between Year 1 and Year 2? Not neces- 
sarily. If prices have risen, part of the increase in GNP 
in Year 2 will merely. represent the increase in prices.. 
We call GNPwhich hasbeen adjustedfor pricechanges 
real GNP; if it isn*t adjusted for price changes, we call 
it nominal GNP. To compute real GNP in a given year, 
use the followhg formula: 

Real GNP in Year 1. = Nominal GNP in Yea> 1 

100 

X 

Price index in Year 1 

-4^0mpute-real-eG0BorTHe-§rowth4n-GNP-ffom-one 
year to another, subtract real GNP for Year 2 from real 
GNP in Year 1. Divide the answer (the change in real 
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Handout 15-1 (concluded) 



GNP from the previous year) by real GNP in Year 1. 
The result, multiplied by 100, is the percent growth in 
real GNP from Year 1 to Year 2. (If real GNP declines 
from' Year 1 to Year 2, the answer will be a negative 
percent.) Herb's the formula: 



Economic 
growth 
rate 



Real GNP in Year 2 minus 
Real GNP in Year 1 x 

Real GNP in Year 1 



100 



For example, if real GNP in Year 1 = $1,000 and in 
Year 2 = $1 ,028, then the economic growth rate from 
Year 1 to Year 2 equaled 2.8 percent: (1028 1000)/ 
1000 = 0.028, which we multiply by 100 in order to 
express the result as a percent. 

In measuring real GNP and economic growth, it is 
usual to look at real GNP per capita. To do so,-^ we 
divide the GNP of any period by a, country's average 
population during the same period. This procedure en- 
ables us to determine how much of the economic growth 
of a country simply went to supply the increase in pop- 
ulation and how much of the growth represented im- 
'provements In the level of living of the entire population. 
In our example, let's say the population in Year 1 was 
100 and in Year 2 it was 110. What was real GNP per 
capita in Years 1 and 2? 



Year 1 real GNP 
per capita 



-Year 1 real GNP 
Population in Year 1 

= $10 

100 • 



Year 2 real GNP ^ 1028 
per capita 110 



= $9.3 



In this example, the average level of living fell even 
though ecohomic growth was positive. Developing 
countries with positive economic growth but with'high 
rates of population growth often experience this con- 
.dition. ' . 

• Now try these problems using the information be- 
low: 



Nominal GNP Price Index Population 



Years 
Year 4 



$5,000 
6,600 



125 
150 



11 
12 



(1) What is real GNP for Year 3? 

(2) What is real GNP for Year 4? 



(3) " What-is real GNP per capita for Year 3? , 

(4) What is real GNP per capita for Year 4? 



(5) What was the rate of real economic growth be- 
tween Years 3 and 4? 

(6) What was the rate of real economic growth per 
capita between Years 3 and 4? (Hint: Use per capita^ 
data in the economic growth rate formula.) 



ERLC 



129 



143 



Handout 15-2 



The Performance of the U.S. Economy, by Presidential Administration, 

1901-84 







Mverdge Miuiuai 


wIVIIIcll 1 


MVciage MlinUdI 


Mverdge Mnnudi 






Roto nf 


dinpiUyilicrlL 


rcruciii L/iidngs 


rercent wriange 






unempiuyrnent 


ndts 


in tho PPI 
III tne wrl 


in ine neai ^iMr 


1901-04 


McKinley-Roosevelt 


4.2% 


52.2% 


+ 2.0% 


+ 4.0% 


1905-08 


Roosevelt 


4.2 


54.3 


+ 1.8 


+ 3.1 


1909-12 


Taft 


• 5.6 


54.0- 


+ 1.8 


+ 6.9 - 


1913-16 


Wilson 


6.4 . 


53.1 


+ 3.1 


+ 0.9 . 


1917-20 


'Wilson 


3.2 


52.9 ■ 


+ 16.4 


+ 1.3 


1921-24, 


Harding^Coolidge 


6.4 


51.8 


-4.8 


+ 4.8 


1935-28 


Coolidge 


3.1 . ■ 


53.2 


-1.7 


+ 3.7 


1929-32 


Hoover 


12.8 


■ 47.6 


: -5.4 


,-6.4 


1933-36 


Roosevelt 


20.9 


43,7 


+ 3.0 


+ 7.7 


1937-40 


Roosevelt 


16.3 


46.5 


-2.0 


+ 4.3 




Roosevelt 


4.4 


0 1 .0 


^+ o.y 


+ 1^.4 


4 r\ AC AO 

1945-48 


Roosevelt-Truman 


3.4, 


CO o 

53.2 


+ 0.2 


— 2.5 


1949-52 


Truman 


4.4 


56.5 


■ +3.0 


+ 5.2 


1953-56 


Eisenhower' 


4.2 


56.7 


+ 0.8 


+ 3.1 


1957-60 


Eisenhower 


5.5 


56.2 


+ 2.2 


+ 2.3 


1961-64 


Kennedy-Johnson 


5.8 ■ 


55.5 


+ 1.2 . 


+ 4.5 


1965-68 


Johnson 


3.d ■ . 


57.0 


+ 2.9 


+ 5.0 


1567-72 


Nixon 


5.0 


.57.3 


+ 4.7 


+ 2.9 


1973-76 


Nixon-Ford 


6.7 


57.1 


+ 8.0 


- +2.4 


1977-80 


Carter 


6.5 


59.1 


+ 9.7 


+ 3.3 


1981-84 


•Reagan^ 


8.4 


584 


+ 5.3 




1901-84 


Median, all is 


5.5 


54.0 


+ 2.9 






administrations 











SOURCE: U.S. Bureau of the Census. Historical Statistics of the United States, Colonial Times to 1970 (Washington, D.C.: 
U.S. Government Printing Office, 1975), Series D1-15, D86, .E135, F3; and Council of Economic Adyisers, Economic 
Rep'ortofthe President (Washington, D.C.: U.S. Government Printing Office, 1985) Tables. B-2, B-32, B-33, B-54. 

a. Data before 1947 are based bn the population age 14 and over; data from 1947 on are based on the population age 16 

and over. , / , * 

b. Figures are preliminary. . 



From Master Curriculum Guide in Economics: Teaching Strategies fori^igh School Economics Courses. 1 985. Joint Council on Economic Education, 
2 Park Avenue. New York. NY 10016. . ' * ' 
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Handout 15-3 

QUESTIONS ON TWENTIETH CENTURV ECONOMIC PERFORMANCE 

Name . : i ^_ : ^_ Class 



a During which Presidency was the rate of economic growth highest? What brought this about? Can this high 
rate of economic growth be equated with a high level of well-being for citizens during this time? : 



b What does a negative rate of change in real GNP mean? What period of time saw the greatest average annual 
drop in real GNP? What happened to the employment rate and the unemployment rate when real GNP dropped? 
Can you explain why prices also dropped? — _^ : . 



c Explain why, in the Roosevelt presidency of 1 933-36, the growth of real GNP was very high and yet the average 
rate of unemployment was higher than at any other time in the 190Qs : : 



d ' Which periods of time in this century do you think were the' soundest in terms of overall economic performance? 



e Before 1947 the employment rate, the unemployment rate, and related data based on the national survey of 
60,000 households were computed using the population of persons aged 14 and over. Beginning in 1947, the ratio 
has been computed using the population of pejsons aged 16 and over. Why do ^^ou think this change was made? — 



f In looking at Handout ^5-2, what relationship can you find between the rate of unemployment and the rat^ of 
price change? \ . — : i ^ 



g The United States entered World War I in 1917 and World War II in 1941; What impact did these two wars 
have on inflation iri the United States? Why? : : 



From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses, i 985. Joint Courrci! on Economic Education, 
2 Park Avenue. New York. NY 10016. 
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Lesson 16 



The Trial of Ms. Ann Flation 

TIME REQUIRED One class period 

CONCEPTS Inflation 

Income distribution 
Monetary policy 

INSTRUCTIONAL OBJECTIVES Students will 

• State which groups in the population gain and 
which groups lose from unanticipated inflation; 

• Recognize that unanticipated inflation hurts 
persons holding assets whose value or earnings do 
not rise as much as the rate of inflation; 

• Explain why debtors gain and lenders lose from 
unanticipated inflation. 

RATIONALE When a country experiences an un- 
anticipated increase in the average level of prices, 
some people are hurt while others are helped. Be- 
cause policies to slow or halt the rate of inflation 
may figure prominently as political issues, stu- 
dents should know who gains and who loses from 
inflation in order to evaluate the fairness or sound- 
ness of any policies that are proposed. As con- 
sumers, studen<ts should also Know how they might 
protect themselves from the harmful consequences 
of inflation. 

MATERIALS 

1 A copy of Handout 16-1 for each student. 

2 Five chairs to be positioned in front of the 
class, as described in Procedure 2. 

PROCEDURE 

I Distribute Handout 16-1. Explain that the 
handout contains a 10-character playlet about those 
who lose and those who gain from unanticipated 
inflation. Select students to play the following roles; 



Ms. Fix Ed Income 
Mr. Con Glomerate 
Professor I. Can't Geta- 
head 

Mr. I.O. "Manny" Bucks 
Ms. lona Lotts 



•Ms. Ann Flation 
Judge 

Prosecuting attorney 
Defense attorney 
Bailiff 




Ask the remainder of the class to serve as the jury. 

2 Position five' chairs at the front of the class. 
Three chairs should face the class, and two chairs 



should face the chalkboard. The chairs facing^ 
chalkboard should be closer to the students, Th> 
are for the prosecuting attorney and defense at^ 
tomey. The Judge should be seated in the rriiddle- 
most of the three chairs that face the class, and 
the bailiff and the witness who is testifying shojald 
•occupy the other two. 

3 Have the students act out "The Trial of Ms. 
Ann Flation" (Handout 16-1). 

4 Afterward, discuss the play withthe' students 
in order to increase their understanding of who 
benefits and who loses from inflation. If you have 
not stressed the matter in Lessons 14 and 15, tell 
the students (and illustrate or explain as necessary) 
that inflation's a sustained rise in the average level 
of prices. Ask questions such as these: 

• Assume the characters in the play were abso- 
lutely sure that the annual inflation rate would be 
10 percent for the next twenty years. How would 
this information affect them? {They would be af- 
fected by actions taken to adjust to the anticipated 
general increase in the price level. For example, 
because lenders would raise their interest rates to 
reflect the anticipated rate of inflation, I.O. "Manny" 
Bucks wouldn't gain by purchasing on credit. Con 
Glomerate would set his prices and make invest- 
ment plans on the basis of an anticipated annual 
inflation rate of 10 percent. Professor!. Can't Get- 
ahead would probably have an escalation clause 
in his contract so that his salary would rise in line 
with inflation, and everyone would expect college 
fees to also rise with the inflation rate. In 'general, 
both employees' and employers would understand 
that wajge increases of 10 percent per year are nec- 
essary for wages to keep up with prices. However, 
if inflation is not predictable or does not proceed 
at a steady rate but at a variable rate instead — i.e., 
it is unanticipated or not correctly anticipated, eco- 
nomic plans become difficult to make. Under these 
conditions, some people gain and some people lose 
from inflation.) ^ * 

• lona Lotts claims to have beaten inflation by 
purchasing real estate. Is this a sure way of beatiilg 
inflation? (On the whole, people who purehasM 
real estate in the 1960s and into the 198Cj§— i.^e., 
up to the time this lesson was written — benefited, 
because, on the whole, real estate prices rose more 
than inflation. Moreover, almost all real estate is 
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. purchased y/ith borrowed money, and because 
lenders did not anticipate much inflation during 
the early portion of the period, borrowers were the 
beneficiaries of low flxed-interest-rate loans. The 
lenders who provided the money — again, especially 
during the early part of the period— lost, since they 
did not receive high enough interest rates to offset 
the decreasing purchasing power of the dollar be- 
cause of inflation. Economists consider real assets, 

-such as a residence, other real estate, precious met- 
als, iand factories to be inflation neutral if their 
prices rise as much as the average price level does. 
In that case, owners of real assets are neither helped 
nor hurt by inflation. If the price of any real asset 
rises less than does the average price level during 
inflation, the owners of such an asset are hurt; if 
the price of the asset rises more, the owners of such 
an asset benefit^ 

• Can you formulate a general rule concerning 
who gains and who loses from unexpected infla- 
tion? (People who hold assets such as loans and 
bonds that earn an interest ^ate below the rate of 
inflation are hurt. People who have debt, such as 
a home mortgage or car loan; on which they pay 
an interest rate that is lower than the rate of in- 
flation, are helped. People who hold real assets, 
such as houses, land, or precious metals are helped 
or hurt depending on how fast the prices of such 
assets rise. Moreover, if they purchased such assets 
with a loan carrying less interest than the rate of 
inflation, they would gain from such a loan, while 
lose who lent the money woufd lose from the s^me 
lo>n.) ' . 

evaiAjation Ask the students how unantici- 
pated inflation would affect the following people. 
Is it likely to help them, hurt them, or neither? 



• A widoA^ who lives on savings that carry a fixed 
rate of interest. (Hurt.) ' 

• A family tkat boughit a house and has a fixed- 
interest-rate mortgage. .(Helped.) 



• Workers who have a cost-of-living clause in their 
labor contract that raises wages in accord with any 
rise in the Consumer Price Index. (Neutral.) 

• A grounds maintenance company that earlier 
signed a 10-year contract to work for.a fixed amount 
per year. (Hurt.) _ ' 

• A company that issued 30-year bonds to build 
a new plant ten years earlier. (Helped.) 

• A retired individual who lives entirely on a $400 
per month pension. (Hurt.) 

• A retired individual who lives entirely on bond 
interest of $5,000 per month. (Hurt.) 

• A government whose revenues consist entirely 
of fixed license fees that it charges business. (Hurt. ) 

• A government whose revenue comes mainly from 
a progressive income tax. (Helped because infla-tion 
pushes incomes up into higher marginal tax brack- 
ets.) . 

r ^ 

A government with outstanding debt at fixed 
fates. (Helped because the debt is paid off with 
loney that has less purchasing power than when 
^the debt was contracted. If the debt was issiied at 
r interest Yates below those prevailing during infla- 
:)n, the government will have received cheap credit 
^at the expense of the holders of government bonds 
and notes.) 

• Elderly people. (The answer depends on other 
conditions. The elderly on retirement incomes that — 
are fixed would lose. But fewer incomes are now 
fiixed than in the past: social security md some 
pensions are indexed to increase with inflation. 
Many elderly people own their homes. Such people 
may choose to sell a home that has gained consid- 
erably in market price. They could then secure less 
expensive housing and could use th^ remaining 
proceeds of the sale for living expenses and/or in- 
vestment.) 
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Handout 16-1 



THE TRIAL OF MS. ANN FLATION 

C 

Defendanf; Ms. Ann Flation 

Charge: Assault on the Economy _ 

Witnesses for the Prosecution: 

Ms. Fix Ed Income 

Mr. Con Glomerate . 

Professor I. Can't Getahead 
Witnesses for the Defense: • ^ 

Mr. 1.0. "Manny" Bucks 

Ms., lona Lotts ' . 

Ms. Ann Flation 
Offers.- ■ 
^Judge . 

Prosecuting Attorney 

Defense Attorney 

Bailiff 

Jury * 

JUDGE: Would the prosecution call its first witness. 
PROSECUTING ATTORNEY: Our first witness is Ms. Fix Ed Income. 
yviS. INCOME takes the witness stand.] 
BAILIFF: Please state your name. 

MS. INCOME: Ms. Fix Ed Income. - - . 

BAILIFF: Do you swear to tell the truth, the whole truth, and nothing but the 

truth? 
MS.^INCOME: I do. 

PROSECUTING ATTORNEY: Ms. Income, would you explain to the jury the- 
ways in which the defendant has caused you harm and mental anguish? 

MS. INCOME: My late husband, bless his" soul, and I s'crimped and saved 
throughout our lives so we could live comfortably in our old age. Now 
. he's gone, and because of the actions of that awful woniap, I hardly 
have enpugh to eat. ^ ' 

PROSECUTING ATTORNEY: Could you be more specific, Ms. Income? 

MS. INCOME: Well, only two years ago, food, rent,- and my blood pressure 
pills took about 60 percent of my income. I had money to buy little gifts 
for my grandchildren and to have a little entertainment — I used to play 
bingo every Friday night. Now, the prices of everything have gone up 
so much I had to move to a smaller apartment, my food bills are much 
higher, and my medicine costs me a small fortune. Last Christmas I 
could only give a* few home-made cookies to my poor grandchildren, 
although I love them' dearly, and I can no longer afford-to play bingo, so 
I must sit home every night. 



"Thji Trial of Ms. Ann Flation" was written by Carol Allen, Fayettp R-lll Schools, Fayette, Missouri. 
We gratefully acknowledge her permission to use this activity.. It has been reproduced here 
with minor editorial changes. 

• •■'■•* . * 

From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985. Joint Council on Ecoriomic Education, 
2 Parl< Avenue, New Yorl<, NY 10016. ■ ' . ' 
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PROSECUTING ATTORNEY: Thank you, Ms. Income. You may step down. 

The prosecution now calls Mr. Con Glomerate. 
[MR. GLOMERATE takes the stand] 
BAILFF: Please state your name. 
MR. GLOMERATE: Mr. Con Glomerate. 

.BAILIFF: Do you swear to tell the truth, the whole truth, and nothing but the 

truth? ' „ ^ 

MR..GLOMERATE: I do.. 

PROSECUTING ATTORNEY: What business are you in, sir? 

MR. GLOMERATE: We're diversified — plastics, textiles, small appliances. 

PRpSECUTING ATTORNEY: Could you tell us just what effects the defen- 
dant has had on your business? 

MR. GLOMERATE: First of all, our costs have^risen dramatically. Labor, raW 
. materials, and ail our other costs afe higher. Of course, these increased 
costs force us to raise the prices of our- finished products. 

PROSECUTING ATTORNEY: Have there been^any other deWmenlaLgffe^ 

MR. GLOMERATE: Yes, one with long-run implications. It's very difficult for 
us to make plans for the future. The prices of .new capital goods — 
construction of plant, purchases of new equipment — lead us to be hes- 
itant to expand our production capabilities. 

PR0SECUTIN(3 ATTORNEY: Thank you, Mr. Glomerate. The prosecution 
now calls Professor I. Can't Getahead. . • 

[PROFESSOR GETAHEAD takes the witness stand.T 

BAILIFF: Please state your name.* 

PROFESSOR: Professor I. Can't Getahead. . 

BAILIFF: Do you swear to tell the truth, the whole truth, and nothing but the 

truth? " " 

PROFESSOR:! do. 

PROSECUTING ATTORNEY: Professor, what has been your relationship to 
the defendant? 

PROFESSOR! I teach economics and sociology, so I am well acquainted 
with Ms. Flation and the consequences of dealing with her. Unfortunately, 
the fact that I understand her does not make it easier to cope with the 
effects of what she does. ^. • " 

PROSECUTING ATTORNEY; Would you enlighten us. Professor? 

PROFESSOR: We teachers do not have cost-of-living clauses in our con- 
tracts. Thus, we find ourselves reluctantly pursuing Ms. Ann Flation— 
unable to catch up, certainly,never overtaking her. Additionally, we find 
the costs to our students and our college — textbooks, room and board^ 
for students, wages to support staff-arising. The increased costs we 
mu^st pass onto our students threaten our very livelihood. We teachers 
live in fear that our student population will decline to' the point that the 
knowledge we have so painfully accumulated will be forever lost to future 
generations. The great legacy we have ^ 

PROSECUTING ATTORNEY [Interrupting]: Thank you, Professorr That is 
all. Your Honor, the prosecution rests. 

JUDGE: Mr. Defense Attorney, please call your first witness. 

DEFENSE ATTORNEY: Yes, Your Honor. The defense calls Mr. 1.0. "Manny" 
Bucks. 

[MR. BUCKS takes the witness stand.] 
BAILIFF: Please state your name. ^ 
MR, BUCKS: 1.0. "Manny" Bucks. ^ 

BAILIFF: Do you swear to tell the truth, the whole truth, and nothing bujt the 
truth? 
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Handout 16-1 (continu^ed) 

MR. BUCKS: 1 do. ' . » ^' 

DEFENSE ATTORNEY: Mr. Bucks, what has been your experience with Ms. 
- Ann Flation? ' . 

MR. BUCKS: Lknow her well, and I just don't buy this argument that Ms. 
Flation\is hurting the economy. I don't buy anything I canl'get on credit. 
• That's why I think Ms. flation here is such a great gaL 
DEFENSE ATTORNEY: Could you explain preciseFy-what you mean? 
MR. BUCKS: ^e\\, see, I buy lots of things. Last week I gof a new car, real 

nice, mag.Wheels . . . 
DEFENSE ATTORNEY [Interrupting]: The explanation, Mr, Bucks. * 
MB. BUCKS: Oh\ yeah. See," the way I figure it, I buy all this stuff on credit. 

Later, when l\pay it back, thanks to Ms. Flation over there, the dollars 
. ^won*t be worth, as much as they are today. I look at it as kind of getting 

'a long-run discbunt— like buying a Cadillac at a Volkswagen price. 
DEFENSE ATTORNEY: Thank yojj, Mr. iBucks, you can step down. The 

'defense calls Ms. lona Lotts.. • 
[MS. LOTTS takes the witness stand.] , * , 
BAILIFF: Please state your name. i ' - 
MS. LOTTS: lona Lotts. ' ' 

BAILIFF: Do you swear to tell the truth, the whole truth, and nothing but the 
. • truth? . 

MS. LOTTS: I do. ' . 

DEFENSE ATTORNEY: Ms. Lotts, what sort of business are you in? 
MS. LOTTS: I invest heavily in real estate, ^purchased quite a bit of land, 
' " fbme apartment complexes, and some houses I rent out several years 
ago, when Ms. Flation was a mere child. 
DEFENSE ATTORNEY: And have you found the defendant to be cooperative 
^ ^n yoUr real estate ventures? 
' MS. LOTTS: Most assuredly. My holdings are worth many times today what 
Ihey were when I bought them. The return on my investment has graven 
' / tremendously; thanks to Ms. Ann Flation. If [t_weren't for her, I might 

' ^ ■ ' have put my money into a new business venture. While that might have 
done more than my real estate investments to help the economy grow? 
/ I <:an make more in real estate investment. I don't feel it is my duty to 
/ provide charity. "Let the economy take care of itself," is my motto. People 
• should help themselves. Thanks to Ms. Flation* I'm helping myself to 

quite a bit! 

DEFENSE ATTORNEY: Thank you, Ms. Lotts. For our final witness th§- 

defense calls the defendant, Ms. Ann Flatioh. 
[ANN FLATION Jakes the witness stand.] 
• BAI^FF: Please state your name. 

MS.^FLATION: Ann Flation. 

BAILIFF: Do you swear to tell the truth, the whole truth, and nothing but the 
truth? 

" MS. FLATION: I do. 

DEFENSE ATTORNEY: Ms. Flation, we have heard some serious allegations 
here today. Now we would like to hear your side of the story, 
r MS. FLATION: Gosh, I don't think I've done anything wrong. 1 can't help it 

that the'.little old lady is in trouble or that the professor's college has 
/. , , problems. I admit I've gotten a little out of hand lately, but it really isn't 

my fault. I'm a victim of circumstance. 
DEFENSE ATTORNEY: Please explain. ^ 

MS. FLATION: It started out innocently enough— some hikes in prices here, 
more spending there, wage increases. Pretty soon it was out of control. 
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HandoOt 16-1 (concluded) 

^ I was caught in a wage-price spiral. Demand pulled on one side of me; 

costs pushed on the other. I^eople started expecting me to increase, 
and that made them aet crazily. Uthink that's been the hardest th'ing for 
me— e^eryone'^ expectations. I'm just caught dping what they expect 
me to do. Producers raise their,prices, workers want higher prices, other 
. business costs go way up, and prices do too. It's hard for many people 
to keep up. The banks and the government get into ther action, but nothing 
seems to make any difference. As I say, I shouldn't be^held respc^nsible. 
Circumstances are beyond my control. . 
DEFENSE ATTORNEY: Your Honor, the defense rests. 
{MS. FLATION steps down.] 

JUDGE: Ladies and gentlemen of the jury, you have heard the testimony. 

What is your verdict? 
. [JURY deliberates:] . > 

JURY: Your Honor, we have reached a decision. 
JUDGE: Would the defendant please ris' 
[MS. FLATION stands.] 

JURY: Our economy needs to be strong; ■ 

Inflation has gone on too long. 
. The verdict. Your Honor, 

This girl is a goner. , . 

The jury finds her in the wrong. 
JUDGE: The sentence is 20 months of tight money policy. 



Money Growth and Inflation 



TIME REQUIRED One class period 

CONCEPTS Money 

Monetary policy 
Inflation 

Aggregate demand 

INSTRUCTIONAL OBJECTIVES Students will 

• Explain why the amount of money in the econ- 
omy is important; 

• Explain why sustained growth in the money 
supply that is greater than the long-run growth of 
output is inflationary; > 

• State the equation of exchange and define each 
of its variables; 

• Use the equation of exchange to analyze the 
causes of inflation, 

RATIONALE Although many factors may contrib- 
ute to inflation in the short run, inflation can only 
be sustained in an economy over an extended pe- 
riod by allowing the supply of money to increase 
faster than the growth of output. The process of 
inflation can be simulated in the classroom, and 
students do so in this lesson. Better students can 
calculate the effect on inflation in hypothetical sit- 
uations by completing questions 7 and 8 of Hand- 
out 17-1. ' 

MATERIALS 

1 Three small bags of candy or three other items 
desirable to students. 

2, A small sack containing unpopped popcorn 
and another kind of dried seed, such as kidney 
beans. 

3 A copy of Handouts 17-1 and 17-2 fof each 
student. 

4 Optional: A transparency of Handout 17-2 
and an overhead projector. 

PROCEDURE 

1 Give each student 5 to 20 seeds of each kind. 
It is not necessary to give each student the same 
amount. Announce that you are going to hold an 
auction, and that you have three bags of candy to 
sell. 



2. ''First auction: The only acceptable* medium 
of exchange is U.S. currency.^ Sell the bag to the 
highest bidder, and write the price it sold for on 
the chalkboard. 

3 Second auction: "Expand" the money supply 
in the classroom by allowing students to use pop- 
corn seeds vaBued at 25<t each and U.S. currency. 
Auction off the second bag to the highest bidder, 
and write the price it sold for on the chalkboard. 
Don't become concerned during the bidding pro- 
cess if some students pool their resources. This 
adds to the e: .itement, of the auction. 

4 Third auction: "Expand" the money supply 
to include U.S. currency, popcorn seeds valued at 
25<t each, and kidney beans valued at $1.00 each. 
Auction off the third bag to the highest bidder rand 
write the price it sold for on the chalkboard. | 

5, Distribute Handout 17-1 to the students. You 
can ask students to compleite this independently, 
or you can use it as the basis for a class discussion. 
If you give students time to dp the exercise inde- 
pendently, conduct a class discussion immediately 
afterward. Questions 5-8 are designed to show stu- 
dentis that, determining the "correct" amount of 
money in the economy is not always an ea^JoB. ' 
Question 7 deals with a very important concept- in 
economics, the equation of exchange. The , equa- 
tion of exchange helps us understand the relation- 
ship that exists among" the quantity of money in 
the economy, the price level, and the level of phys- 
ical output produced. The quantity of money in the 
economy (M) times its velocity (V), whichl is the 
number of times a year an average dollar ik spent 
on the final output produced in the econom/ equals 
total spending for final output. The price^ level (P) 
times the level of physical output (Q) produced that 
year equals total receipts for final output. Thus, M 
X y = P X g. If the amount of money in the 
economy rises and velocity does not change, then 
either price rises or Q rises or both/rise. 

If the money supply increases rapidly duririg a 
period of unemployment, the increase will act to 
raise incomes, which in turn wili increase spend- 
ing (demand). More goods and ^rvices will be pro- 



1 If It Is Inappropriate to use r^al U.S. coins or bills in your 
classroom, provide "play money, ^ e.g., poker chips, colored but- 
tions, or some similar substitute. 

I '152 ••/■ ■ ^ ■ 



\ duced to meet the higher demand, an^ thus Q will 
I rise. The result will be to create more jobs and thus 
I reinforce the new expansion of the economy. How- 
ever; if full employment already exists and national 
production is consequently already at (or near) ca- 
pacity, tdo rapid an increase in the money supply 
will result in a rise in prices. The reason is that if 
demtand rises when the economy is at or near full 
employment, it is difficult or impossible to produce 
more goods and services to meet demand resulting 
from a rapid; rise in the money supply. 

6 Ask these questions to summarize the main 
concepts of the auction and worksheet: 

• Under what condition is increasing the money 
supply inflationary? (When the quantity of money 
rises more than the increased output of goods and 
services.) 

• Under what conditions is increasing the money 
supply not inflationary? (When the increase in the 
quantity of money is less than or equal to growth 

. in output or ^yhen the velocity of money declines. 
These conditions are most likely to exist during 
recessions.) 

• What conclusion can you draw from this? (Ac- 
cording to economist Milton Friedman, "Inflation 
occurs when the quantity of money rises appre- 
ciably more rapidly than output, and the more rapid 
the rise in quantity of money per unit of output, 

* the greater the rate of inflation" [Milton and Rose 
Friedman, Free to Choose, New York, Harcourt 
Brace Jovanovich, 1980, p. 254].) 

7 Project a transparency of Handout 17-2 or 
give each student a copy. Explain that the GNP 
Price Deflator is the most comprehensive price in- 
dex available and is therefore the one that^best 
applies to the economy as a whole. Therefore, many 
economists consider it the preferred gauge of in- 
flation. Explain that Ml is one measure of the sup- 
ply of money. This measure clansists of currency 
and coins in circulation, various kinds of checking 
account balances, and travelers checks. Point out 
to the students that the bottom of the graph con- 
tains two time scales — one for the changes in the 

--GNP Deflator and one for the changes in Ml . Make ' 
sure the students understand that this alignment 
of the time scales allows one to look at the behavior 
of inflation (rate of change in the GNP Deflator) in 
a particular year (say 1979), and relate that be- 
havior to the rate of change in the money supply 
(i.e., the change in Ml) two years earlier (1977). 
The chart has been plotted in this manner because 
experience suggests it takes time for an increase 
in the money supply to generate inflation. Econ- 
omists call this a "lagged" effect. Ask questions 
such as these: 



• What, does the graph suggest about the rela- 
tionship between the rate of change in the money 
supply and rate of inflation? (After allowing for a 
lag, there is some tendency for them to move to- 

' gether. During the 1960s, 1970s, and through 
1981 , rises in the rate of growth of the money sup- 
ply were followed by rises in inflation, although the 
relationship was not exact. After 1981, the rate of 
inflation dropped by much more than was sug-c 
gested by changes in the growth rate of money 
alone. In other words, the relationship between the 
increase in rnoney supply and inflation appeared 
to break down.) 

• Refer students to the auction and questions 1 - 
4 on Handout 17-1. Have students associate what 
happened to the price of the item in the auction ^ 
between auction one and auction three with what 
happened to inflation between the 1960s and 198 1. • 
(Point out to students that in the auction the 
amount of money increased and so did the price 
level. In the U.S. economy between the 1960s and 
1981 not only did the trend of both the increase 
in the amount of money and the price level rise, 
but both the trend of the rate at which the money 
supply was going up and the rate at which prices 
were going up, i.e., the inflation, increased.) 

• Refer students- to questions 5-8 on Handout 
17-1. Explain that during 1982-84 the velocity of 
the money supply actually fell and that at the same 
time, real GNP increased significantly. Ask the class 
to analyze how these factors would affect the re- 
lationship between the rate of growth of the money 
supply and inflation. (See answers to questions 7- 
and 8 for Handout 17-1, below.) Ask students if 
these answers are consistent with what the chart 
in Handout 17-2 portrays. (Yes, a fall in velocity 
results in less total spending or use ofJLhe available 
supply of money while an increase in output, i.e., 
real GNP, means that there are more goods and 
services produced on which to spend the available 
supply of moneys. As a result, the increase in the 
rate of growth of the money supply in 1 982-84 was 
not as inflationary as it would otherwise have been. ) 

• From the auction and the data graphed on 
Handout 17-2, can we prove that increases in the 
rate of growth of the money supply cause inflation? 
(No, just because there is a similarity in the be- 
hayior of two sets of data does not necessarily mean 
that one causes the other. However, cccnomic the- 
ory suggests there should be a relationship in this 
case, and there is some empirical evidence to sup- 
port this notion.) 

EVALUATION Assess Student answers oh Handout 
17-1, , 
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ANSWERS FOR HANDOUT 17-1 

1 The price increased. 

2 The quantity of money increased. 

3 People spent the extra money. ' 

4 The extra spending caused the price to in- 
crease. 

5 The price would not have increased. 

6 The extra supply of goods available would have 
more than offset the increased demand for goods, 
so prices would not have increased and probably 
would have declined. 

7 a $800 

b The price level will double— from $2 to '$4. 



c Prices won't change. The increase in the 
money supply was offset by the rate at which 
people spent money, so total spending was 
not affected. 

d V would have fallen. 

e Prices won't change. The increase in the 
money supply was accompanied by an in- 
crease in output. Since aggregate supply in- 
creased by the same amount as the increase 
in aggregate demand, there was no upwardj 
pressure on prices. 

8 An increase in the money supply will not be 
inflationary if people cut their rate of spendin5 (V 
drops) or if output. increases sufficiently to satisfy 
the extra' demand brought about by the increase 
in the money supply. 
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Handout 17-1 

INFLATION SIMULATION QUESTIONS 

Name , '■ ^ Class — 

1 What happened to the'price of the item being auctioned off between the first and third auctions? 



2 ^ • What happened to the amount of "money" in the classroom between the first and third auctions? 



3 What did people do with the extra money they had? 



4 What effect did this, have on the price of the item during the auction? 



5 What do you think would have happened to the price during the second and third auctions if no one had spent 
any of the new seed money? _ . ^ — 



6 What do you think would have happened to the price if the number of items offered for sale in the third auction 
increased from one to say 1 ,000? • ■ — ^ 

7 We can better understand the relationship between money and prices in our economy by looking at the equation 
of exchange: 

M X V P X Q 

where M = supply of money in the economy 

V = number of times an average dollar is spent in one year on the final output produced in the economy 
P = price level • 

,Q = physical quantity of final output of goods and services produced in the economy in a year's time 

a Assume M = $200, V = 4, P = $2, and 0' = .400. Therefore, M x V = P x Q 1. 

b In the auctions, 0 was the same in each auction. Let's assume V was constant as well In this case, when 
the money supply went up, prices had to go up as well. Assume now that the money supply (M) doubles to 
$400, that V is 4, and that 0 is 400. What will happen to prices (P) when the money supply doubles? ^ 



C Assume now that M is $400, 0 is 400, but V drops to 2. What happens to P as compared with question 
7a? 

Why? . r— • — 

d In the classroom auction, what would have happened to V if no one had spent the "new" money that was 

created? . — ■ ■. ■ 

e Assume now that M is $400, V is 4, but O is 800. What happens to P as compared with qi -stion 7a7^ 

Why? ^ ; ■ — — ; : — — 

8 Describe the cond^Jions under which an increase in the money supply will not be inflationary.- ^_ 



From Master Curriculum Guide in Economics: Teaching Strategies for High School Economics Courses. 1 985. Joint Council on Economic Education. 
2 Parl< Avenue. New Yori<. NY 10016. 
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Handout 17-2 Money and Price Changes in the Long Run 

(change at annual rates, measured from 8 quarters earlier) 



Percent 




Denator196d '65 '67 

. M-1 1961 '63 '65 ' 

SOURCE: Federal Reserve Bank of New York. 
From Master Curriculum Guide in Economics: Teaching Strategies for High School EconomicB Courses: 1 985. Joint Council on Economic Education. 2 Park Avenue. New York, NY 1 001 6. 
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Lesson 18 



How the Federal Reserve Controls the Money Supply 



TIME REQUIRED . Two class periods 

CONCEPTS Economic institutions 
Money 

Monetary policy 

INSTRUCTIONAL OBJECTIVES Students will 

• Describe the organization of the Federal Re- 
serve System; 

Define monetary policy, open market opera- 
tions, discount rate, and reserve requirements; 

• Explain how the Federal Reserve can influence « 
the amount of money in the United States through 
monetary policy; 

• Compare and contrast expansionary and con- 
tractionary monetary policy. 

RATIOIJALE The amount of money in an economy 
is important because it affects-the level of spending 
in that feconomy. The level of spending in turn af- 
fects the level of output, 'employment, and prices. 
Congress has given the Federal Reserve System the 
responsibility for controlling the amount of money 
in the U.S. economy. In this simulation and read- 
ing, students learn how the Federal Reserve uses 
the three principal tools of monetary policy to in- 
crease dr decrease the amoujit of money and credit 
available in the economy. 

MATERIALS 

1 A copy of Handout 18-1 for each student. 

2 A copy of Handout 18-2, the Money Sheet, 
for every 5 students; You should cut up the money 
sheets and separate them in advance into the four 
categories they contain. 

3 ' A sheet of paper, SV2" x 11" or larger, with 
BANK written on it. 

PROCEDURE 

' 1 Thislessonworksbest if students have read 
their textbook assignments on money and bank- 
ing, the Federal Reserve System, and monetary pol- 
icy. 

2 Give each student a copy of Handout lS-1. 
Have the students read it and answer the questions 
at the end. 



3 . Discuss the answers to the question^. Be 
sure the students understand the three primary 
tools of monetary policy. 

4 Divide the class into thirds. Give each stu- 
dent in the first group a $10,000 U.S. Treasury 
bond; in the second group, $10,000 in currencyr 
and in the third group, $10,000 in a checking ac- 

i count. Explain to the class that the students with 
\ the $10,000 bonds have each lent the U.S. Treasury 
W 10,000 and that the piece of paper they have is 
an I.O.U. from the government, acknowledging the 
debt; the piece of paper is not money. Students 
with $10,000 in a checking account or $10,000 in 
currency have money; only the forms in which they 
hold the money differ. Ask all students with money 
(checking accounts- or currency) to raise their 
hands. Count the number of hands and multiply 
byi $10,000 to determine the initial amount of 
mopey in the classroom. Write this number on the 
chalkboard under the heading "Money Supply." 

5 Now tell four of the students with bonds 
thatUhey need money and must sell their bonds. 
Tell four of the students with money that they have 

. extral^ money and can use it to buy bonds in oi;der 
to earn interest. Have the eight students exchange 
their bonds and monqy. Now ask the class if there 
has been any change in the amount of money in 
the classroom. (No) 

6 i Open Market Operations ; Tell the class that 
you ar6 the Federal Reserve System. Tell four more 
students with bonds that they need money and 
must sell their bonds. The Fed has decided to buy 
the bonqs. Give each student $10,000 in currency 
in exchange for the $10,000 bond. Ask the class 
questions such as these: 



• What has happened to the amount of money in 
the classroom? (It has increased S40.000). 

• Where qid the money come from?. (The Federal 
Reserve) 

• Where d^d the Federal Reserve get the money? 
(The Fed created the money). / . 

• What tool of rhonetary policy did the Fed use? 
(Open Market Operations). 

• What was^the direction of the policy? (Expan- 
sionary). 
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7 . Reverse step 6, that is, have the Fed sell 
bonds to the students and thus take in money from 
those students. Once again, ask all students with 
money to raise their hands. Count hands and mul- 
tiply by $10,000 to show that when the Fed sells 
bonds, it has the opposite effect on the money sup- 
ply than when the Fed buys bonds; the effect on 
the money supply is contractionary. 

8 Reserve Requirements: Ask all the stu- 
dents with cheqking account money to raise their 
hands. Multiply the number of hands by $10,000, 
and write this number on the chalkboard under 
the heading "Bank Deposits.'^ Have a pile of cur- 
rency equal to this amount with the sign marked 
"BANK" beside it. Tell the students that the bank 
has their iponey on deposit and would like to lend 
some of it. The amount the bank can lend depends 
on the reserve requirements set for banks by the 
Federal Reserve. Explain that if the reserve re- 
quirement were 100 percent, none could be lent; 
if it were 25 percent, 75 percent could be lent. Set 
the Fed*s reserve requirement for banks initially at 
50 percent, and loan the equivalent of half the- 
bank*s checking account deposits to a student. 
(NOTE^ A 50 percent reserve requirement was 
adopted for computational convenience. Actual re- 
serve requirements for banks were around 12 per- 
cent as the ^year 1985 began. With a reserve 
requirement of 50 percent, an addition of $500,000 
in reserves to one or more banks'can result in a 
maximum expansion Qf loans and of the money 
supply of $1,000,000 by the banking system as a 
whole.*) . 

Have the student sign an I.O.U. for the amount 
of the loan you disbursed, according to the pro- 
cedure in the previous paragraph. Ask the class 
the following questions: 

• How much money is ir) the classroom now? 
(Count it.) . 

• By how much has the money supply increased? 
(By the amount of the loan.) 

• What action caused the increase in the money 
supply? (The bank's loan.) 

• If the Fed cut the reserve requirement, what 
could the bank do? (Further expand its loans.) 

The cut in the reserve requirement would be 
an example of an expansionary monetary policy. If 



* If necessary » turn to a college textbook on Introductory eco- 
nomics or on money and banking for a fuller explanation of the 
"money multiplier" that results from reserve requirements. Also 
see Procedure 1 1 In this lesson. 



the Fed raised the reserve requirement, this would 
be an example of a contractionary monetary policy. 

9 Discount Rate: Announce to the class that 
the bank is unable to meet its reserve requirements 
and that it is $500,000 short of reserves. Explain 
that the Federal Reserve will loan money to the 
bank and that. the interest rate the Fed charges the 
bank is known as the discount rate, i.e. , the Federal 
Reserve will allow the bank to borrow $500,000 of 
reserves at, say, 10 percent interest. Ask these 
questions; ' - 

• Would the bank borrow this money? (Yes.) 

• Why? (Because if the bank does not meet legal 
reserve requirements it is subject to penalty.) 

Have the bank borrow the money by signing an 
I.O.U. to the Federal Reserve Bank. Ask the class: 

• What happened to.the bank*s reserves? (They 
have increased by $500, 000. ) 

• What will happen to the reserves when the loan 
is repaid? (They will shrink by $500,000.) 

10 Currency-Deposit Mix (Optionai^usc with 
Procedure 11): Tell your students t}iat when they 
decide to deposit checks and currency thejr receive 
in a bank, the amount of money iii the economy 
will in all likelihood increase because money held 
in a bank can be lent to someone else. Have all 
students with $10,000 currency come to the bank 
to make a deposit. Give each student $10,00.0 in 
checking money in exchange for the $10,000 in 
currency' Using a 50 percent reserve requirement, 
show how much more money can be created as a 
result of the barlk's ability to expand loans. Because 
it must keep half the deposits it holds as reserves; 
it can lend $250,000 of the $500,000 i^ received 
in borrowed reserves plus 50 percent of the new 
deposits from the students. 

11 Money Multiplier (Optional — for use with 
Procedure 10): You may also wish to ask the stu- 
dents: 

• What happens^to the money that is lent? (Usu- 
ally a borrower spends the money on something.) 

• Will any of the borrowed money probably be 
deposited in banks? (Yes.) » 

• Will these deposits enable banks to further ex- 
pand their loans? (Yes.) 

• - Will such actions expand the nation's money 
supply? (Yes.) 

How large will the expansion be? (That depends 
on where the loan money — after its use by the bor- 
rower — is deposited. For simplicity, assume that 



none is redeposited in the lending bank. That 
means that loans are deposited in other bartks — 
in effect; througl*K)ut the Thanking system, ij/hen^^ 
redepositing goes on throughout the banking sys- 
tem, an addition of reserves of $500,000 enables 
the available money in the system to multiply. The 
"money rhultiplier" is defined as the reciprocal oif 
the reserve-requirementr With a SG^ercent reserve 
requirement, the multiplier is therefore 2, that is . 
1/0.50. Consequently, with a reserve requirement 
of 50 percent, an addition of $500,000 in reserves 
to one. or more banks can resultjn a maximum 
expansion of loans — and of the money supply— of 
$1,000,000 by the banking system as a whole.? 
(NOTE: If necessary turn to one of the sources sug- 
gests-, in the footnote to Procedure 8 for a fuller 
explanation.) - 

EVALUATION Assess Student answers to the ques- 
tions at the end of Handout 18-1 and to those on 
the classroom simulation. ^ , 

ANSWERS FOR HANDOUT 18-1 

a Describe the organization of the Federal Re- 
serve System. (The Federal Reserve System con- 
sists of a seven-member Board of Governors in 
Washington, D.C., and twelve regional banks.) 

b What is monetary policy? (Deliberate action 
by the Federal Reserve to affect the expansion or 
contraction of the money Supply in orcjer to main- 
tain the trend of economic growth, employment, 
and prices at desired levels.) ' ^ 



c In the table below, indicate how the Federal 
Reserve would use each of the three monetary tools 
to pursue an expansionary-policy and a, contrac- 
tionary policy. ^ ■ 

Expansionary Contractionary 
Policy Policy 

Buy government Sell government 

securities securities 

Lower Raise . 

Lower Raise .• • 



Monetary Tool 

Open market op- 
erations 
Discount rate 
Reserve require- 
ments 



d What kind of monetary policy would the Fed- 
eral Reserve probably follow if the country was ex- 
periencing an annual inflation rate of 15 percent? 
Why? (A contractionary policy because inflation re- 
sults from too rapid an increase in the supply of 
money or too nipid an increase in economic growth, 
or both.) 

e What kind of monetary policy would the Fed- 
eral Reserve probably follow if the country was ex- 
periencing a severe recession with high 
unemployment and falling prices? Why? (An ex- 
pansionary policy because a lack of growth in the 
money supply helps prolong or aggravate a reces- 
sion. An expansionary monetary policy would usu-. 
ally act to lower interest rates, which would 
stimulate investment in plant and equipment and 
in inventories and thereby help to curb recession 
or help the economy to climb out of a recession.) 
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Handbut 18-1 

THE FEDERAL RESERVE SYSTE/Vi AND MONETARY POLICY 



Name 



The amount of money in an economy is important 
because it affects the level of spending in a country. 
Too much spending can cause inflation while too little 
spending can cause unemployment and declining lev- 
els of production. In the United States, Congress has 
assigned the responsibility for controlling our money 
supply to the Federal Reserve System.. 

The Federal fleserve System or Ted" has func- 
tioned as the central bank of the United States since 
1913. It consists of a seven-member Board of Gover- 
nors in Washington, D.C., plus twelve regional banks 
throughout. the country. Th§^ Federal Reserve System 
is designed to be as nonpolitical as possible. 

As a central bank, the Fed manages the money 
supply by influencing the lending activity of commercial 
banks and other financial institutions. But the major part 
of its direct influence. comes about through its relations 
and dealings vyith commercial banks, from which the 
effects spill over to the financial system as a whole. 

the deliberate actions of the Federal Reserve Sys- 
tem to expand or contract the money supply are called 
monetary policy. The . purpose of -monetary policy is 
to maintain the trend of economic output,> employment, 
and prices at desired levels. The Board of Governors 
and the twelve heads of the regional reserve banks 
regularly meet eight times a year to decide on Federal 
Reserve monetary policy. A policy of the Fed designed 
to expand the growth of moqey and credit In the econ- 
omy is known as an expansionary (or loose) monetary 
policy. A policy to restrict the growth of money and credit 
in the economy is known as a contractionary .(or tight) 
monetary policy. The creation of too much money can 
cause inflation, and the creation of too little money can 
cause recession. 

the Fed has three primary tools with which to carry 
out monetary p.dlicy . These are open marketoperations, 
reserve requirements, and the discount rate.' 

■ Open marl<6t operations refer tt) the Fed's buying 
and selling of U.S, government securities in order to 
add t6 or subtract from the reserves*^f the nation's 
jcommercial banking system. Government securities, 
sUch as U.S. Treasury bills, notes, and bonds, are is- 
sued by the U.S. Treasury in return for money borrowed 



_1 _ . Class : 

from ir^dividuals and businesses in order to finance 
government spending. If the Federal Reserve wants to 
put mon^y into the economy, it buys some of these 
government securities by writing a check on itself. If, 
Jor instancey the Fed buys $1 0,000 worth of government 
securities w^th such a check, it creates the $10,000 
used to pay fo\them. The sellers are not $1 0,000 richer, 
since they no Idnger own the securities, but the money 
supply grows because there is $10,000 of new money 
in the economy. If the Fed wants to pursue a contrac- 
tionary monetary policy, it sells some of the government 
•securities it owns. The money that is paid to the Federal 
Reserve for the securities is removed from the econ- 
omy, so thennoney suppily shrinks. Open market op- 
erations are the most frequently used tool of monetary, 
policy. . \. • ^ 

A second important topi of monetary policy consists 
of reserve requirements for bank deposits. The Fed- 
eral Reserve requires that banks keep as reserves a 

_ certain fraction of the deposits 1hey hold. These re- 
serves must be kept as balances at Federal Reserve 
banks or as cash the banks haye on hand (i.e., vault 
cash). Banks that fail to meet their reserve requirements 
are subject to monetary penaltieis. These required re- 
serves cannot be lent to borrowers. 

If the Fed wants to pursue a contractionary mon- 
etary policy, it can raise reserve requirements, thereby 
restricting the amount of funds banks can. lend. If the 

. Fed wants to pursue an expansionary monetary policy, 
it can lower reserve requirements. Let's say you.deposit 
$10,000 at your local bank and the reserve requirement 
on deposits is 15 percent. This^means.tf^at your bank 
would have to keep $1,500 on reserve at the Fed (.15 
X $10,000 = $1,500). It coul^ lend the other $8,500 
to borrowers. If the Fed were to lower its Reserve re- 
quirement to 10 percent, then the bank could lend $500 
more of your $1 0,000 deposit, or a total of $9,000. Such 
an expansion of bank lending causes the money supply 
in the economy to increase. However, if the Fed were 
to raise its reserve requirements to 20 percent, the bank 
could lend only $8,000 olf your $10,obo deposit, thus 
curbing the possible increase in the money supply. 
Changes in reserve requirements can be a very pow- 
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■ "erful tool of monetary policy but this tool is used infre- 
quently precisely because it is so powerful. Most often, 
the Fed desires to make gradual or minor changes in 

. policy, aims for which changes in reserve requirements 
are not suitable. 

The discount rate, the third tool of monetary policy, . 
is the interest rate the Federal Reserve charges banks 
that borrow money. If a bank borrows from the Federal 
Reserve, the reserves lent to the bank are created by 
the Fed. This process Increases the amount of money 
and credit in the economy.. The Federal Reserve does 

Questions: 
a 



not automatically allow a bank to borrow from it when- 
ever the bank wants to. The Fed can refuse to make 
such a loan. If the discount rate is low and the Fed 
does not discourage banks from borrowing from it, the 
Federal Reserve will foster an expansionary monetary 
policy. If the discount rate is high.^and the Fed dis- 
courages banks from borrowing from it, the Federal 
Reserve will foster a tight monetary policy. Tne disco'unt 
rate is probably the (east strong of the three principal 
tool&of monetary policy, but the Federal Reserve does 
use a change in it to indicate an overall tighte^ping or 
loosening of monetary policy. 



Describe the organization of. the Federal Reserve System. 



•, • ■ ■ ' • ■ ^ 

\ , ■ 



b What is monetary policy? 



C In the table below indicate how the Federal Reserve would use each of the three monetary policy tools to pursue 
an expansionary policy and a contractionary policy. 



Monetary Tool 


Expansionary Policy . 


Contractionary Pol4cy 


Open market operations 






^ Discount rate 






Reserve requirements 







<j What, kind of monetary policy would the Federal Reserve probably follow if the country had an annual inflation, 
rate of 1 5 percent? Why? \ ^ ' 



e What kind of monetary policy would the Federal Reserve probably follow if the country was in a severe recession 
with high unemployment and falling prices? , :_Why?_ , ^_ 
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m^^^m Lesson 19 

Analyzing Fiscal Policy 



TiMjB REQUIRED Two class pehods 

CONCEPTS Fiscal policy 

Role of government 
Aggregate demand 
Unemployment 
Inflation 

Broad social goals 

INSTRUCTIONAL OBJECTIVES Students will 

• Describe how federal fiscal policy is used to try 
to stabilize the economy; 

• Distinguish a contractionary from an expan- 
sionary fiscal policy; 

• Evaluate economic conditions and determine 
the fiscal policy that can improve those conditions. 

RATIONALE The fiscal policy decisions that the 
President and Congress make have tremendous 
consequences for the economy. Students should 
understand fiscal policy and how it works. 

MATERIALS A copy of Handouts 19-1, 19-2, and 
19-3 for each student. 

PkOCEDURB 

1 Before starting this lesson,, students should 
be familiat with the meaning of the jterms GNP, 
recession, economic growth, inflation, and fiscal 
policy. 

2 Distribute a copy of Handout 19-1 to each 
student. Have students read the handout and an- 
swer all the questions on it except question 5 in 
Part II. Tell the students they will work on the last 
question as a class. 

3 Discuss the answers to the questions on the 
haftdout. As you do so point out that this exercise 
is based on a Keynesian or demand management 
approach. This approach postulates that the broad 
social goals of economic growth, full employment, 
and price stability can be attained through the 
management of aggregate demand. 

The Keynesian approach has assumed that a 
trade-off between unemployment and inflation is 
possible. When unemployment is too high, the goal 



ERIC 



is to increase aggregate demand enough to lower 
unemployment to an acceptable level without, at 
the same time, causing or aggravating inflation. 
When there is little unemployment and inflation 
prevails, the goal is to decrease aggregate demand 
and increase unemployment to levels that elimi- 
nate inflation, i.e. , promote a stable price level. But 
the trade-off between unemployment and inflation 
has not worked well since the beginning, of the 
1970s. Inflation has more or less persisted under 
conditions of both high and low unemployment. 
Consequently, it is understandable that critics of 
Keynesian policies have increased and new ap- 
proaches have been put forward. Question 5 in Part 
II of the handout gives you the opportunity to pre- 
sent the views of economists whose names are as-, 
sociated with the principal alternative approaches 
or theories: ' ^ , 

• Advocates of the "rational expectations" ap- 
proach argue that people come to expect changes 
in economic policy and act to offset the intended 
results of such changes. Example: if the economy 
goes into recession, people "expect" fiscal policies 
(say tax cuts) that are designed to stimulate busi- 
ness investment. Businesses will therefore refrain 
from investing until the teix cut takes place. Con- 
sequently, their actions while awaiting the taix cut 
may aggravate the recession and then create too 
strong a recovery in investment after the taix cut 
becomes effective. Advocates of the rational expec- 
tations approach claim that in this fashion reces- 
sions and booms are exaggerated as a result of 
government policy rather than smoothed out. 

Advocates of "monetarism" argue that steady 
" economic growth and price stability can be achieved 
with a steady increase in the money supply of 3— 
5 percent a year. They contend the record shows 
that aggregate demand - management does not 
achieve steady economic growth and price stability. 

• Advocates of "supply-side economics" believe 
fiscal policy should be designed to provide inceri- 
tives to increase aggregate supply. They believe this 
can be accomplished by lowering tcixes in order to 
encourage people to innovate more; to start more 
businesses; to invest more, to work harder — in 
short, to produce more because they may keep more 
of the Income they receive. 
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EVALUATION 

1 Give a copy of Handout 19-2 to each student. 
After the students complete the handout, assess 
the quality of their answers. 

2 Give a copy of Handout 1 9-3 to each student. 
After the students complete the handout, assess 
the quality of their answers. 



ANSWERS TO QUESTIONS IN HANDOUTS 
Handout 19-1 

Part I 

1 Expansionary. A personal tax cut increases 
consumer demand. A business tax cut increases 
investment demand. An inqrease in government 
spending increases government demand., 

2 Contractionary. The /tax increases reduce 
consumer and investment demand. Government 
demand remains the samd. 

3 Expansionary. Higher government spending 
without a correspondingjrise in tax receipts in- 
creases total demand in tjie economy. 

4 Contractionary. Lo\j/ering government em- 
ployees' wages decreased' government demand. 
Higher taxes decrease consumer and investment 
demand. \ 

Part II \ , 

Column A . Column B Ct^lumn C Column D 

1 increase decrease Irlcrease toward deficit 

2 decrease' ' increase decrease toward surplus 

3 Increase decrease increase toward deficit 

4 decrease Increase decrease toward surplus; 

The fifth quest%n in the t^ble is designed to 
show that traditional fiscal polity doesn't provide 
solutions to the problems presented by the simul- 
taneous presence of inflation and excessive un- 
employment. Use this question \to examine the 
principal alternatives to demand management eco- 



nomics, which are given in the discussion included 
in Procedi/re 3, above. 

Hai^dout ^4-2 ^ 

1 The economy is in a recession. Unemploy- 
ment i» rising, and real GNP and investment are 
falling/The price level is increasing slightly.. 

x2 



^ increasing economic grov/th and reducing 
uneij^plojnnent while achieving stable prices. 

3 / Increase government spending. Reduce busi- 
ness and personal taxes. Do either or both of the 
above on a scale sufficient to put the federal gov- 
ernment's budget into deficit or to increase a deficit 
that may already exist. 

4 Answers depend on the values of each stu- 
dent. Students who dislike big government may 
.emphasize reducing taxes. Advocates of govem- 
;ment social programs may emphasize more gov- 
ernment spending. Be flexible in assessing the 
answers. 

Hando^.^t 19-3 

1 ' The main economic problem is inflation. The 
inflation rate over the past four quarters is 14 per- 
cent a year [(250/220) x 100]. The economy is 
growing, and the unemployment rate is declining. 

2 Decreasing the rate of inflation. Cutting gov- 
ernment spending. 

3 Increase business and personal taxes. Do 
either or both of the above on a scale sufficient to 
put the federal government's budget into surplus 

- or to decrease a deficit that may already exist. 

4 Answers depend on the values of each stu- 
dent. Students who value government programs- 
may emphasize tax rises. Those who feel business 

~^arid personal spending is more productive than 
government spending may advocate lower govern- 
ment expenditures. Be flexible in assessing the an- 
swers. 
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THE TOOLS OF FISCAL POLICY 

Name ^ \ _ — Class. 



Changes in federal taxes and federal government spending that are designed to affect the level of aggregate 
demand (and in some cases aggregate supply) in the economy are called fiscal policy. Aggregate demand is the 
total amount of spending on goods and services in the economy during a stated period of time. Aggregate demand 
consists of consumer spending, government spending, and investment spending. Aggregate supply consists of the 
total amount of goods and services available in the economy during a stated period of time. 

. During a recession, aggregate demand is usually too low to bring about full employment of resources. Goviernment 
can increase aggregate demand by spending more, cutting taxes, or doing both. These actions often result in budget 
deficits because the governm'ent spends more than it collects in taxes. Increasing government spending, without 
increasing taxes or decreasing taxes without decreasing government expenditures should increase aggregate demand. 
Such an expansionary fiscal policy should increase employment, inflation, or both. 

If the level of aggregate demand is too high, government can reduce its spending, increase faxes, or do both. 
These actions should result .in a larger budget surplus or a smaller budget deficit than existed before. Such a 
contractionary fiscal policy should lower the level of aggregate demand, and the economy will experience less 
employment of its resources, leiss inflation, or both. * 

PARTI 

Directions: Decide whether each of the following fiscal policies of the federal government is expansionary or 
contractionary. Write "expansionary" or "contractionary" and explain the reasons for your choice. 

1 • The government cuts business and personal income taxes and increases its own spending. — 



2 The government increases the personal income tax, social security tax, and corporate income tax. Government 
spending sta^s the same. i • ' \ 



Government spending goes up while taxes remain the same. 



"4 The government reduces the wages of its employees while raising taxes on consumers and business. Other 
government spending remains the same. . ; , : 



Continued 
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PART II 

Instructions: Test your understanding of fiscal policy by completing the first four questions in the table below. All 
your choices for each situation must be consistent, that is, you should choose either an expansionary or con- 
tractionary fiscal policy. Fill in the spaces as follows: 

Column A: Objective for Aggregate Demand 

Write "increase" if you wish to increa'se aggregate demand. 

Write "decrease" if you wish to decrease aggregate demand. 

Column B: Action on Taxes 

Write "increase" if you wish to increase taxes. - 
Write "decrease". if you wish to decrease taxes. 

Column C: Action on Government Spending 

Write "increase" if you wish to increase government spending. 

Write:"decrease" if you wish to decrease government spending. « , . 

Column D: Effect on Budget 

Write "toward deficit" if you wish to increase the deficit (or reduce the surplus). 
Write "toward surplus" if you wish to reduce the deficit (or increase the surplus). 





(A) . 
Objective for 
Aggregate 
Demand 


(B) 

Action on 
Taxes 


(C) 
Action on 
Government 
Spending 


(D) 

Effect on 
Budget 


1. The national i/nemployment rate rises to 12% 










2. Inflation is strong and its rate is now 14% per year 




* 






3. Surveys show consumers are losing confidence In the 
economy, retail sales are weak, and business inventories 
are increasing rapidly. 










4. Business sales and investment are expanding rapidly, 
and economists believe a strong inflation lies ahead. 










5. Inflation persists while unemployment stays high. 











Handout 19-2 

CAST YOUR VOTE 



Name 



Class . 



Assume you are a member of Congress. A member of your staff has just given you the following statistics on 
the economy: 



Estimate for Quarter 





Year Ago Quarter 


Last Quarter 


Now Ending . 


Real Gross National Product (annual rate 








in billions of 1972 dollars) 


$1,475 


$1,395 • 


$1,375 ■ 


Consumer Price Index 


195 


201 


203 


Unemployment rate 


7% 


10.5% 


10.5% 


Gross private investment (in billions of 








1972, dollars) 


$217 


$195 


$160 



1 What economic problem is the nation facing? . 



2 What broad social goals are you most interested in achieving? . 



3 What fisc al policy measures might be appropriate to achieve these goals? . 



4 What exact fiscal policy measures would you recommend? Why?^. 
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Handout 19-3 

CAST YOUR VOTE (AGAIN) 

Name- \ i Class H. 



Assume you are a member of Congress. A member of your staff has just given you the following statistics on 
the economy: . • ' 



Estimate for Quarter 





Year Ago Quarter ' 


Last Quarter 


Now Ending 


Real Gross National Product (annual rate 








in billions of 1972 dollars) 


$1,485 


$1,534 


$1,550 


Consumer Price index 


220 


250 


260 


Uneniployment rate 


■ 9% 


7%,. 


6.5% 


Gross private investment (in billions of 








1972 dollars) 


$194 


$218 


' $228 



1 What economic problem is the nation facing? . 



2 What broad social goals are you most interested in achieving?. 



3 What fiscal policy measures might be appropriate to achieve these goals? . 



4 What exact fiscal policy measures would you recommend? Why? . 
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i^^^iB Lesson 20 H 

Why Economists Disagree 



TIME REQUiREp Two class periods 

CONCEPTS Broad social goals 

Inflation and deflation 
t Monetary policy 
Fiscal policy 

INSTRUCTIONAL OBJECTIVES Students will 

• State the assumptions, values, theoretical sup- 
port, and applicable time periods underlying rec- 
ommendations concerning fiscal and monetary 
policy that are in conflict; 

• Explain why economists sometimes disagree on 
policy recommendations. 

RATIONALE Although economists agree much 
more than they disagree, the. opinions of promi- 
nent economists on economic policy often conflict. 
Tliis lesson leads students to understand^hy 
economists disagree, and this understanding 
. should help students make their own judgments 
about economic policies. 

MATERIALS 

1 A copy of Handouts 20-1, 20-2, 20-3, and 20- 
4 for each student. « 

2 A transparency of Visu^ 20-1. 

3 An overhead projectdrT 

PROCEDURE 

1 Give a copy of Handout 20-1 to each student. 
Have the students read it silently. Then discuss the 
reasons why economists disagree. 

2. Distribute a copy of Handout 20-2 to each 
student. Ask the students to read it while keeping 
Jn mind that they will Ije asked to analyze each 
professor*s arguments on the basis of differences 
in time periods, in assumptions, in economic the- 
ories, and in values. ' ' 

3 Distribute a copy of Handout 20-3 to each 
student. In class discussion, analyze the argu- 
ments of Professor Cut. Elicit answers from the 
class on each major point and record them on the 
chalkboard. Try to reach a consensus on each ma- 
jor point, time periods,*- assumptions, theoretical 
support, and values. At the end of the discussion, • 



you may want to project a transparency of the anal- 
ysis of Professor Cut's arguments in Visual 20-1. 
Don't show the analysis of the other professors' 
arguments. Be flexible in comparing student an- 
swers to those on the transparency. There are many 
correct ways to state these points. 

4 Divide the class toto three groups. Tell ojie 
group it will analyze-the arguments of Professor U. 
R. Nutts, another the arguments of Professor E. Z. 
Money, and another the arguments of Professor 
Fred Critic. . 

5 Allow each group about 15 minutes to ana- 
lyze its professor's arguments, using Handout 20-3. 
Appoint a recorder for each group or have each 
group choose a recorder to enter the group's con- 
clusions on the handout. » 

6 Solicit analysis from one group at a time. 
Have each group's recorder write the group's con- 
clusions on the chalkboard. Have the rest of the 
class evaluate the conclusions. Compare the con- 
clusions with those on the transparency. 

7 Ask the students which economist they agree 
with most and why.^ 

- c 

EVALUATION 

1 Give a copy of Handout 20-4 to each student. 
Have the students use the procedure in Handout 
20-3 to analyze Milton Friedman's argument. Ask 
the students which of the four professors would 
be most likely to agree with Professor Friedman: 

2 Ask the students to bring to class recent com- 
mentaries or articles about current economic pol- 
icy. Have the class compare them, using the four 
reasons why economists disagree. 

. SAMPLE ANSWERS FOR HANDQUT 20-3 
Professor Cut 

Major point: Tax cut will stimulate economy. 

Time period: Present and near future. 

Assumption: The administration's budget proposals are 
not inflationary. * • 

Theoretical support: Tax cuts stimulate business in- 
vestment as well as spending by all private sectors 
and may encourage greater work effort. 

Values: Economic freedom and distrust of big govern- 
ment. 
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Professor Nutts 

^ajor point: Higher interest rates will cause recovery 
to fail. 

. Time period: Next year. 

Assumption: Deficits are large and getting larger. 

Theoretical support: Government borrowing is so large 
it causes interest ra-fees to rise and crowds out con- . 
sumer and business borrowing. 

Values: Tax cuts must be fair, aijd fairness means tax- 
ing the wealthier more than the poorer. Government 
must maintain economic security for Americans with 
low incomes. 

Professor Money • 

Major point: Relatively free expansion of money will 
bring down interest rates and sustain rec(^ery. - - 
Time period: Near future. 

Assumption: Relatively free expansion of money supply 
by Federal Reserve will sustain the recovery. 

Theoretical support: Lower interest rates increase con- 
sumer spending and business investment. 

Values: Economic growth is cur most important goal. 

Pxofessor Critic 

Major point: There will be another recession. 
Time period: .One to two .years from now. 
Assumption: Federal Reserve System will continue past 



policies — policies that have brought about inflations 
and recessions. 
Theoretical support: Not enough money growth causes 
recessions; too much money growth causes infla- 
tion. 

Values: Steady economic growth without inflation or 
recession is desirable. 

ANSWERS FOR HANDOUT 20-4 

(Professor Friedman would agree with Professor Fred 
Critic.) 

Major point: Excessive money growth from July 1982 
to July 1983 will cause renewed inflation aiid even- 
tl^ly recession or stagflation. 

Time period : One or two years from the time he writes. 

Assumptions: Fed will continue to fine tune economy. 
That is, during recessions, the Fed will increase the 
money supply too much. Then, when the Fed s.ees 
inflation, it will put on monetary brakes, causing 
recession. 

Theoretical Support: Historical evidence shows a re- 
lationship of growth in the money supply to inflation " 
and recession. Too much growth in the rnoney sup- 
ply first' causes excessive economic expansion and 
then inflation. Too little growth in the money supply 
causes recession. 

Values: Fed policy usually has harmful results. 
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VISUAL 20-1 

SAMPLE ANSWERS TO HANDOUT 20-3, WHY ECONOMISTS DISAGREE 

•• • ' ■ - 

Professor Cut 

Major point: Tax cut "will stimulate the economy. 

Time period: Present and near future. . ^ 

Assumption: The administration's budget proposals are not inflationary. 

Theoretical support: Tax cyts stimulate business investment as well as spend- 
ing by all private sectors and may encourage greater work effort. 

Values: Economic freedom and distrust of big government. 
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Handout 20-1 



WHY ECONOMISTS DISAGREE 

Name : •■ ^ Class 



It is not unusual to find '^experts" disagreeing with 
each other. Experts disagree over all sorts of matters — 
nuclear power, arms limitation, and who will win the 
Super Bowl. Why do experts disagree? How 6an the 
averiage person make sense out of the differing view- 
points and recommendations? Here are several im- _ 
portant factors that often lead economists to different 
conclusions. 

7 Different Time Periods 

One economist might state that the present policy 
of the government will lead to inflation. Another might 
disagree. Both could be right if they are talking about 
the effects of the policy on inflation at different times, 
for example, six months from now a.s compared to two 
years from now. 

2 <>ifferent Assumptions 

Because an economy is a complex system, it is 
often hard to predict the effects of a particular policy or 
event. Therefore, in order to be able to make predic- 
tions", economists usually must hold certain assump- - 
tions (or beliefs). But economists often differ in their 
assumptions. For example, one economist might as- 
sume (or believe) that the fedei-al budget deficit will 
become larger next year; another might not. Their dif- 
ferent assumptions could be the result of how much 
economic growth— and tax revenues and government , 
spending — they assume (or believe) will take place. . 

3 Different Economic Theories 

Economists agree on many matters such as, "If the 
price of beef goes up and nothing else changes, people 
will buy less beef." That is a prediction with which nearly 
all econohnists would agree because it rests on the 



generally accepted "law of demand." However, econ- 
omists have yet to settle a number of important ques- 
tions, especially those concerning macroeconomics. 
Macroeconomics deals with the behavior of the econ- 
omy as a whole or Jarge subdivisions of it, and hoyv to 
influence that behavior. Economists have several dif- 
ferent theories or explanations about what influences- 
macroeconomic behavior. Until these theories are rec- 
onciled or until one of them is widely agreed on as best, 
economists will disagree on m'acroeconomic questions 
because they are using different theories. The same 
applies to certain microeconomic questions. 'Micro- 
economics concerns specific units or parts of an eco- 
nomic system, such as firms, industries, households,. 
and the relations among these units. 

4 Different Values 

Economics is concerned with explaining what is ' 
happening in the economy. It is also concerned with 
predictions. The economist should be able to say to the 
President or Congress, "If you follow Policy One^ then 
X, Y, and Z will happen. If you follow Policy Two^ then' 
Q, R, and Swill happen. Pickthei policy giving the results 
you like better." In practice, such statements by econ- 
omists often contain more than analysis and the pre- 
diction of results. Their statements often recommend 
policies they like because the results agree with, their 
own values, i.e., the results they prefer. For example, 
some economists will recommapd Policy One because 
X, Y, and Z will happen and they favor Achieving X, Y, 
and Z. Other economists will recommend Policy Two 
because they favor achieving results Q, R, and S. Such 
disagreements are basically about which outcomes ar6 
preferred by the economists. The economic policies 
recommended are determined by th.e preferred out- 
comes. 
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Handout 20-2 



TAKE AN ECONOMIST TO LUNCH 



Name 



Class . 



Four distinguished professors of economics are 
discussing current economic policy at a luncheon press 
conference attended by leading reporters of business 
news. Let's listen in^ 

Professor T. X, Cut: ' Let's separate issues. On 
the fiscal, policy side* this administration's budget pro- 
posal is not extravagant or inflationary. The tax cuts are " 
partly balanced by spending cuts. With so many people 
still unemployed and so many factories s\\\\ closed,. a 
policy of this kind cannot rekindle inflation. The tax cuts 
will stimulate consumer spending, work efforts, and 
business investment in an economy just emerging from 
a recession. We must let people keep the fruits of their 
labor and savings *as incentives to produce and invest 
more. The spending cuts will prevent government from 
continuing to receive ever increasing pieces of the na- 
tion's economic pie. 

oProfessorU.-R. Nutts: Excuse me. Dr. CuL But 
that position makes little sense. First of all, let me say 
that this administration's tax cuts and spending cuts 
have been and are grossly unfair. The tax cuts have 
favored the rich, and the spending cuts have reduced 
programs that help maintain economic security for 
Americans with low incomes. The present deficit — and 
those projected for the future — are so large that they 
threaten our recovery from the recession. Here's why. 
All deficits must be paid for by government borrowing, 
and because-the government is borrowing so much 
money, there is less available for consumers and busi- 
nesses. With government borrowing now threatening to 
Increase, interest rates ^ will rise, and that will reduce 
spending for houses and cars and — in fact, -spending 
on anything bought with a loan— as well as business 
investment that must be financed by borrowing. In other 
words, some important private borrowing will be 
"crowded out." Sometime next year, the recovery will, 
therefore weaken, and we'll move back into recession^ 
Taxes should be raised, especially on the. wealthy, and 
at least siDme government programs that help low-in- 
come people should be restored to their original funding 
levels. 



Professor E. Z. Money: Let me just comment, 
U.R., on your point about federal spending and borrow- 
ing "crowding out" private consumer spending and busi- 
ness'investment. This is where monetary policy comes 
in. The Federal Reserve must continue to allow^ rela- 
tively free^expansibn of nibTiey and credit, if the Fed~ 
makes more, money available, there will be less pres- 
sure for interest rates to rise. We'll be able to sustain 
the recovery in housing, autos, and other sectors. And 
businesses wilj be al^ to get loans for investments at 
affordable interest rates. Continuing our economic 
growth by sustaining this recovery is the most important 
task" we have before us, increasing taxes now would 
only reduce total spending, and thus threaten the re- 
covery. 

Professor Fred Critic: Excuse me. Dr. Money. 
You forget that the expansidn of the money supply. we're 
currently witnessing is part of a long history of bungling 
by the monetary policymakers. Our most recent reces- 
sion was brought on by the Fed's jamming on the mon- 
etary brakes by an abrupt reduction in the increase of. 
the money supply in order to bring inflation under con- 
trol. They overdid it, as they always do, and produced 
a recession.- Now, they're overdoing it in the other di- 
rection, stepping on the monetary accelerator and in- 
creasing the money sufDply too rapidly. That will stimulate 
the economy all right, but in a year or two those actions 
will rekindle inflation. The Fed will then again jam on the 
monetary brakes and produce yet another recession. 
Everyone knows this. Interest rates right now are higher 
than they should be because everyone expects, more 
inflation later. Only moderate growth in the money sup- 
ply can bring interest, rates down in the long run. The 
only way to get back on a long-term, stable economic 
growth path is to reduce money growth to a steady, 
predictable, noninflationary level. 



Ladies and gentlemen, that's all we have time for." 
Let's give our distinguished panel a round of applaqse. 



From Master Curriculum Guide iri Economics: Teaching Strategies for High School Economics Courses. 1985. Joint Council on Economic Education. 
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Handout 20-3 



ANALYZING WHY ECONOMISTS DISAGREE 



Name , 



Glass . 



Economists disagree because they: 

1 Use different time periods. . 

2 . Make different assumptions. 

3 'Have different theories about how the economy works. 

4 Have different values and' ideas about which economic goals are most important. 
Now analyze each professor's comments using the following format: 



Name of Professor:. 
Major point: _ 



Time period :- 



Assumptions:- 



Theoretical support:. 



Values:- 



\ 



From i^aster Curriculum Guide jn Economics: Teaching Strategies for High School Ecoriomics Courses. 1 985. Joint Council on Economic Education. 
2 Park Avenue. New York. NY 10016. , ^ 



Handout 20-4 



A CASE OF BAD GOOD NEWS 
— Milton Friedman 



President Reagan, politicians of all' political per- 
suasions, journalists specializing in economics, Wall 
Street, the business community— all thes* and many 
more are hailing the recent economic statistics showing , 
rapid growth in output and employment as very good 
news ind|9ed. 

One group of economists — the monetarists — are a 
conspicuous exception. We were also an exception to 
what I labeled in February as "misleading unanimity" 
among ecpnomic forecasters (Newsweek, Feb. 7, 1983). 
Almost to a person economic forecasters were pre- 
dicting a slow and sluggish recovery.. We predicted that 
"1983 will be a year of rapid and vigorous economic 
growth." 

Monetary Explosion: That judgment was based 
on two considerations: the length and severity of the 
recession that ended in December T982, and the mon- 
etary explosion that was then in process— a rise in Ml 
at the annual rate of 15 percent from July 1982 to 
January 1983. It seemed to us that "this monetary ex-^ 
plosion assures vigorous economic growth in the com- 
ing months" — but also that "unfortunately, if it continues 
much longer, it will also produce a renewed acceleration 
of inflation and a sharp rise in interest rates." The mon- 
etary explosion did produce vigorous growth. Unfor- 
tunately, it also did continue— -at the annual rate of more 
than 14 percent from January to July. Interest rates 
have already risen sharply. Inflation has not yet ac- 
celerated. That will come next year, since it generally 
takes about two years for monetary acceleration to work 
its way through to inflation. 

The "good news," that output grew at the annual 
rate of nearly 9 percent in the second quarter of this 
year and may equal that record in the third quarter, is 
really bad news — the sign of an overheated economy 
headed for trouble. We do not need another sharp but 
brief expansion— like 1980 to 1981— follgwed by a re- 
•lapse into recession. We need moderate growth at a 
rate that can be maintained for a long time along with 
continued reduction in inflation. 

The only way to maintain anything like the recent 
hectic pace^of real growth would be to keep the mon- 
etary explosion going. But even if the Fed has learned 
nothing from experience, the market has — as its recent 
reactions to money-growth figures demonstrate. If the 
monetary explosion continued, both interest rates and 



inflation would react muc|i more promptly than' in the 
past. Both would head toward the sky. That .reaction 
would make it nearly impossible for the Fed to continue 
' the monetary explosio.ry However reludantly, it will have 
to step on the brak^— as it already has apparently 
started to do. 

" The monetary explosion from July 1982 to July 
'1983 leaves no satisfactory way out of our present 

'situation. The Fed's stepping on the brakes will appear 
to have no immediate effect. Rapid recovery will con- " 
tipue under the impetus of earlier monetary growth. With 
its historical shortsightedness, the Fed will be tempted 
to step still harder on the brake— just as the failure of 
rapid monetary growth in late .1982 to generate im-- 
mediate recovery led it to keep its collective foot on the 
accelerator much too long. The result is bound to be 
renewed stagnation — recession accompanied by rising 

/inflatior^and high interest.rates. 

Recession and the Election: The only real un- 
certainty is when the recession will begin. That will 
depend partly on the pattern of monetary growth over 
coming months, partly on other developments that can- 
not now be foreseen. Monetarists have always em- 
phasized'that the time delay between monetary change 
and economic change is not only long'but also highly 
variable. Indeed, that is why we are so skeptical about 
the kind of monetary "fine-tuning" that the Fed has en- 
gaged in and why we favor steady monetary growth. 

The precise timing .of the recession will largely de- 
termine the political climate of election year 1 984. Both 
President ReagarTs supporters and his opponents are 
. acting as if they expect recent favorable econonnic de- 
velopments to continue through 1984— as evidenced 
by the search on the part of both Jor other issues to 
stre's^: They will be right if the recession does not begin, 
before the third quarter of 1984. Bllt if the recession 
should begin in the first or second quarter^of 1984— 
as is entirely possible~-the situation will be very dif-^ 
ferent. In that case the election campaign^ would be 
conducted in an environment of declining output, rising 
unemployment, rising inflation and high interest rates— 
hardly an environment favorable to an incumbent. 



SOURCE: Milton Friedman, "A Case of Bad Good News,"A/ewswee/c, 
September 26, 1983. Copyright 1983, by Newsweek, Inc. All 
Rights Reserved. Reprinted by permission. 
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Why Specialize and Trade? 



TIME REQUIRED One class period 

CONCEPTS Absolute advantage 

Comparative advantage 

Interdependence 

Specialization 

INSTRUCT19NAL OBJECTIVES Students will 

• State the principles of absolute advantage and 
comparative a dvantage;^. 

• Explain how economic welfare increases with 
specializatioij and trade. 

i 

RATIONALE The Icvcls of living improve when peo- 
ple specialize in producing what they can produce 
most efficiently and trade for what else they need. 
In this lesson students learn how.economic welfare 
can be increased through specialization and tracle 
by applying the principles of. absolute advantage 
and comparative advantage in a classroom trading 
simulation. 

MATERIALS 

1 A copy of Handout 21-1 for each student 

2 .Optional: several small prizes 

PROCEDURE 

1 Divide the class into thirds. Designate one 
group as farmers, one group as tailors, and one 
group as builders. 

2 ; Distribute Handout 21-1. Have students v^te 
their role assignments (farmer, tailor, or builder) 
in the first blank. In the second blank have the 
farmers write "food/* the tailors *'clothing/*and the 
builders "shelter." Have students read the instruc- 
tions. ' 

3 Round 1. Let students circulate among 
themselves to conduct, their trades. Aft^r three 
minutes end the round and have students return 
to their seats. Now have them subtract 100 from 
each column for basic necessities. Any student with 
a negative number remaining "dies'* and is out of 
the game. Ask who has the highest r^et gain. You 
may wish to award a small prize ;to this student. 



4 Round 2. Before beginning, have students ' 
enter new initial production figures. Run Round 2 
in the same manner as Round h 

5 Rotmd 3, Run the round. Have students tally 
their net gains from all three rounds* The student 
with the highest overall net gain is the classroom 
winner.; (Optional: Award prize with appropriate 
small ceremony.) 

6 Ask students how they #ere able to achieve 
a level of living above the bare mrinlmum for sw«* 
vival. (By specializing and trade.) Ask it stu- 
dents chose not to specialize. Why might a person 
not specialize? (To avoid the needs for dependence 
on others.) 

7 Explain to the class that the game they played 
illustrates the concept of absolute advaiita|^« Ab* 
solute advantage exists when one person (or firm 
or region or nation) tan produce a product at the 
lowest resource cdst'coihpared to any 'Other sup- 
pliers of the product. In our example, faxmers had, 
an absolute advantage in food production, since 
they could produce more food per pe^QSon than any- 
one else per round. 

8 Now divide the class In half and designate 
one group as skilled workers and the other group 
as unskilled workers. Tell the'skfiled workers that 
they can produce any one of thes^three sets of 
products In one round: (1) 400 unu5Na£_&Hld*42J 
400 units of shelter. (3} 100 units of food* and 3^0 
units of shelter. Tell the unskilled workers th^'can 
produce a!ny one of these three sets in one round: 
{!) 300 units of food, {2) IQO units ofsheiter; (3) 
75 units of food and 75 units of sheiter.rExplain 
to the'class that here the skilled workers have an 
absolute advantage in the production of both foqiJ 
and shelter. Ask the class: Is there any xtmmi a 
skilled worker would want to engage In trade with 
an unskilled worker under these conditions? itXw 
answer is yes* but doit t Indicat e !hjs lmniediate!>;^. 
you are likely io get *i variety <rf re<>puuses, I Exptaih 
to the class that you are goin/? to run a cotipie of 
experiments to see if the answer can be deier^ 
mined* . . ^ « 

m Have all the \OTkerB produce set iXi}, the 
ntix of food and shelter Student** rem«$jiii m 
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{heir seats and ydu simply count hands. De- 
termine the total number of units of food pro- 
duced in ihe class by multiplying the 
production of each skilled worker by 1 00 and 
that of each unskilled worker by 75 and add- 
ing up the results* Determine the total num- 

" ber of units of shelter produced in the class 
by multiplying the production of each skilled 

• worker by 300 and that of each unskilled 
worker by 75 and adding up the results. Now 
add the two results and explain that this is 
the total production in the economy without 
specialization. * 

U Now introduce specialisation by asking all 
akllled workers to produce shelter and all un- 
. skilled workers to produce food. Add up the 

total production in the economy. There should 
be much more total production than before, 
Now have air skilled workers produce food 
and all unskilled workers produce shelter. 
There should be much less total production 
than before* Explain to the class that in order 
for specialization and trade to increase out- 
put* people should specialize by producing 
the product in which their comparative ad- 
vantage is greatest. 

c Explain that people have a comparative 
advantage in producing a product when their 
opportunity cost of production Is lower than 
that of other producers. In this exercise the 
opportunltv' cost of 1 unit of food to the skilled 
worker was I unit of shelter (since 400 of 
each could be produced}* but to the unskilled 
worker the opportunity cost of 1 unit of food 
was only one-third unit of shelter (sinee the 
unskilled worker could either produce 100 
.units of shelter or 300 imitSL of foodK Con- 
versely, the opportunity cost of 1 unit of shel- 
ter to the skilled worker was I unit of food. 
■ . but to the unskilled worker the opportunitj^ 
cost was 3 units of food. Thus^ the skilled 
worker has a comparative advan tage in build- 
ing' and the unskilled worker a comparative 
advantage in food production . 
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EVALUATION ' Use the answers to the questions in . 
the Procedure section. In addition, the following 
might be asked; 

• Can you think of examples of absolute advan- 
tage between regions of the United States? Between 
countries of the world? 

• Can you think of examples of comparative ad- 
vantage between regions of the United States? Be- 
tween countries of the world? 

' • When people, regions, or nations specialize and 
trade, there must be a winner and there must be 
a loser. True or false? (False. Trade takes place 
because it is mutually beneficial to both parties and 
the level of living of both increases.) 

• Deiine absolute advantage. (The advantage 
which one person, region, or country enjoys over 
others from more efficient production of a partic- 
ular product.) 

• Define comparative advantage. (A comparative 
.advantage exists for a producer if the opportunity 
cost of production is ld\ver than that of other pro- 
ducers.} 

• Jennifer an4 her younger brother Tom have 
been told by their parents to mow the lawn and 
wash the car* There is enough equipment for them 
to work together on each task. Should they do so? 
Jennifer can mow the lawn in one hour and wash 
the car in a quarter of an hour, Tom can mow the 
lawn in two-'hours and wash the car in one hour. 

^ What is Jennifer's absolute advantage in? (Wash- 
ing the car and mowing the lawn) What is Tom's 
absolute advantage in? (Neither) What is Jennifer's 
comparative advantage in? (Washing the car, since 
her opportunity cost is lower. She can work- four 
times as fast as Tom in car washing — one quarter 
hour vs, 1 hour to complete the washing— but only 
twiceasfast asTominraowing—l hourvs. 2hours ^ 
to complete the mowing.] What is Tom's compar*- * 
atlve advantage In?- (The mowing, since his op- 
portunity cost is lower. ) How would you recommend 
they divide the work in order to complete the tasks 
in the le^t possible time? [Jennifer should wash 
the car afone and then help her brother Tom iinish 
the mowing.) 
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Handout 21-1 

TjlADINC^ RECORD 



Name . 



Class . 



Instructions: You are a skilled 



Yoju can spend ypur time each round by using it all to produce 600 units of 



However, you may instead produce each of 100 units Of food, 100 units of shelter, and 100 units of clothing. You 

must choose what you will produce at the beginning of each round; 

Your basic survival needs are 100, units eacii of food, clothing, and shelter during each round. If you do not acquire a 
minimum of 100 units of each of these items, you will die. If you us^ all your time to produce each of these items for yourself, 
you will be able to produce enough to meet your; basic needs, but you will have nothing left over. As an alternative, you can 
spend your time working to produce what you produce best, and then you can trade this production for whatever else you need. 
You can use any extra production aoove what's rieeded for basic living to raise your level of living. 

The objective of the game is to achieve the highest level of living possible consistent with your abilities. Use the trading 
record to record your initial production on line ohe and your trades on subsequent lines. Example: If you are a farmer and decide 
to produce 600 units of food, write 600 under the food column on line 1. Let's say you then trade 100 units of food with Andrea 
for 100 units of shelter. On line 2 subtract 100 from your food column anci add 100 to your shelter column. Let's say you then 
trade 150 units of food for 100 units of clothing with Tim. To show this, subtract 150 from your food column and add 100 to 
your clothing cofumn. At the conclusion of each round, subtract 100 from. each column for your basic needs. 

If any column is negative, you are dead and out of the game. If you ^re still in the game, determine your net gain for the 
round by adding your net gains for food, clothing, and shelter (line 5). The person with the highest numerical net gain achieves 
the highest standard of living and wins the round. 

EXAMPLE OF TRADING EXCHANGE RECORD 



"Transaction 


Food Shelter 


Clothing 


Net Gain 


1 Initial production 


+ 600 








^ -100 






2 Trade with Andrea 


500 +100 








-150 






3 Trade with Tim 


350 


+ 100 




4 End-of-round basic needs 


-100 -100 . 


-100 




5 Net gain 


/ 250 [ , 


0 


250 




TRADING RECORD 






Transaction 


Food Shelter 


Clothing ° 


Net Gain 


1 Initial oroduction' 








2 


3 








a ' 


5 


g 


7 









10 



11 



.12 



13 



14 



15. 



CD] (^":rom Master Curriculum Guide in Economics: Teaching Strategieslgr tiigii^ehoat Economics Courses. 1 985 Joint Council on Economic Education, 
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Foreign Currencies and Forei 

TIME PERIOD One class period 

CONCEPTS Exchange rate 
Money 
Markets 

Supply and demand 

INSTRUCTIONAL QBJECTrvES Students will 

• Explain why citizens or businesses of one coun- 
try might require the currency of another country; 

■ • Explain how foreign exchange values are influ- 
enced by supply and demand; 

# Explain how an increase (or decrease) in the 
availability of a currency may cause a decline (or 
rise) in that currency's foreign exchange value. 

RATIONALE Money has several functions. Among 
them is its ability to serve as-amedium of exchange, 
a store of value, and a measure of value. Using 
money in international trade is complicated be- 
cause almost every country has a different cur- 
' rency. The value of one currency in terms of another 
^ is set in the foreign exchange markets by the supply 
and demand for that currency. This lesson takes 
up the basics of foreign exchange and contains a 
simulatit)n that concerns the international money 
market. 

MATERIALS 

1 ^ A copy of Handouts 22-1 and 22-2 far each 
student 

2 Mints, M&M*s. similar small candies, or other 
equally divisible goods such as almonds or pea- 
nuts. (A 1-pound bag should be enough for three 
classes of 35 students each.) 

3 Enough" duplicates of Handout 22-3 {peseta ^ 
notes) to equal one sheet of notes per student plus 

a few extra sheets. Cut the sheets apart before the 
class meets. 

4 Exactly 25 American dollars. Before class, 
make three copies of Handout 22-4 and cut them 
apart into dollars. 



;n Exchange 



PROCEDURE 

1 Give each student a copy of Handout 22-1, 
and announce. "Today we will look at money and . 
the process by which it is exchanged and valued 
by two or more countries." Have the students read 
Handout 22-1. 

2 Announce that you are setting up a foreign 
currency market in order to play "The Foreign Cur- 
rency and Exchange Game." As you show the stu- 
dents the dollar replicas, tell them you will sell one 
mint for one American dollar. 

3 Tell the students they will act as citizens of 
Spain. Distribute four or five Spanish peseta notes 
to all students. Give them the different amounts 
in random fashion. 

4 Announce .that the^ only way they can buy 
mints is with one of the American dollars you hold. 
Also announce that you can sell only five mints 
during one sessian of the currency market. Stu- 
dents will therefore be required to trade their pe- 
setas for your dollars before they can* buy any of 
the five candies. 

5 Appoint a student to be th,e banker. You 
will pay the banker one mint for the work done 
during each round. Give the banker the rest of the 
pesetas and five dollars. Set up' the bank at the 
front of the room. 

6 Appoint another student to be tally keeper. 
You will also pay this student one mlnt'per round. 
Copy the first two columns of the tally table on page 

' 166 on the chalkboard. (In order that students not 
know in advance how many rounds will be played, 
do not add the columns for rounds 2 and 3 until 
you are ready to begin those rounds. Leave room 
at the top of the table ^to write in larger amounts 
of^esetas.) The tally keeper will make a mark in 
the appropriate space for each price at which you 
sell an American dollar in each round. 

■ 7 Round 1: Announce that the bidding for 
American dollars will begin. The only acceptable 
payment is Spanish pesetas. To simplify the chart, 
the minimum price will be 50 pesetas. Let students 




**The ForeigaCiirrency and Exchange Gamo" is reproduced here with minor editorial vhanges from Trees and TVs in the International 
. Marketplace, by permission » Office of the Superintendent of Public Instruction. State of Washington. Olympia. Washington 9B504. 
The unit was dcveloped'by the Washington Council for Economic Education. 
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bid. Decide at what prices you will sell the dollars. 
At first, you will get low bids. Accept a few. Then 
the bids should start to increase. As each bid is 
accepted, the bidder should go to the bank and 
exchange the Spanish money for an American dol- 
lar. The tally keeper should make a mark on the 
chart*. Continue until the banker announces that 
you have sold the five American -dollars available 
for this round. Stop the bidding. Allow the owners 
of American dollars to come to you and exchange 
the dollars for the candy.-. 

8 Round 2: Increase the supply of Spanish 
pesetas by distributing another four or five peseta 
notes to each student. Announce the beginning of 
Round 2. Have available another set of five Amer- 
ican dollars and five mints. The banker and the 
tally keeper will perform the same Jobs as in the 
previous round. Repeat the bidding process. When 
the five American dollar^ are sold, stop the bidding 
and allow the owners of the dollars 'to g^t their 
candy. 

9 Round 3: Announce that'the mint produc- 
ers* costs have decreased, because (cite one or more 
of the following causes) productivity in their fac- 
tories has risen; the cost of raw materials has de- 
creased a great deal; strong competitors have f 
entered the business, whose costs are not as high. 
Since the costs of making mints has declined a 
great deal, you will be able to provide two mints for 
each American dollar. Do not distribute any ad- 
ditional pesetas before this round. Complete Round 



Tally Taijje for Procedure 6 



Price 


Round 


Round 


Round 


(in pesetas) 


1 


2 


3 


220 








210 








200 








190 








' 180 ' 








170 








160 








150 " 








140 








130 








120 








110 








100 








90 








80 








70 








60 








50 









3. Have the banker and tally keeper continue their 
duties. Distribute mints as before. 

10 Ask the following questions to review the 
activity: * ^ 

• How many* total pesetas were paid for 
the five American dollars in Round 1? In 
Round 2? In Round 3? In other words, what 
Wre the prices of five dollars in terms of 
pesetas? 

• How wide were the price variations of 
pesetas per. dollar in each round? 

* 

• Did the successive rounds establish a 
price pattern? s 

• What determined the exchange rate of 
pesetas and dollars for each other? (You 
should «teer sjtudents tov/ard a supply and 
demand explanation if it does not occur nat- 
urally.) 

• How does the pattern^of exchange rates 
illus^|i?te the concept oIf supply and de- 
mand? (The exchange rate for dollars in 

^ t^rms of pesetas rose when the increased- 
supply of pesetas brought a higher peseta 
price for each dollar demanded.) 

• . In general how is the foreign exchange 
value of a currency set in terms of other 
currencies? (By supply and demand.) 

• What happens when there is a decrease 
in costs and prices that beneflf foreign cus- 
tomers? (They will be'mj^re willing to buy 
Hhe producer country's currency since more 
goods can be bought with a given amount 
of that currency. This will increase the de- 
mand for the producer countr\' s currency 
and cause the price of th^it currency to in- 
crease.) 

EVALUATION Distribute a copy of Handout ^22-2 
to each student. After the students complete the 
handout, assess their answers. 

ANS ;;;ib:rs for handout 22-a 

* 1 Medium of exchange, store bf value, measure 
of value. 

2 Supply and demand. 

3 Depreciates Appreciates. 

4 Foreign exchange markets. 
'5° It would increase, 

6 It*would decrease. 
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Handout 22-1 

FOREIGN CURRENCIES AND FOREIGN EXCHANGE 

Name ; : . ' Class 

Pesetas, liras, pounds, rubles, yen, and kroner. The world offoreign currenc'es 
often ^eems confusing. Not only are many of the names unfamiliar, but we. also 
want tp l<now what each is worth in terms of U.S. dollars. - ' 

Because all of these currencies are money, they all serve the same functions. 
Money is a medium of exchange, a store of value, and a measure of value. As a 
medium of exchange, money can be used to purchase (in exchange for) goods 
and services. As a store of value, money can be saved to use in the future. As 
a measure of value, money allows us to express the price of things. We can say 
a car costs so many dollars, while an audiocassette costs many fewer dollars. 
^ Now to a Basic question: How do we know what a foreign exchange rate is, : 

that is, liow much any currency is worth in terms of other currencies. The simple 
answer is that a currency is worth whatever people are willing to pay for it. This 
means it is a case o^ supply and demand. If there is little demand foi^a country's 
currency or a great supply available for foreigners to buy, the money will be worth 
less than if there is a high demand for It or a ^all supply available for foreigners 
to buy. 

For example, when Americj^insMncrease their purchases of imports, more U.S. 
dollars are sent abroad or-/^re exchanged for foreign currencies in order to pay 
for the imported goods. As the supply of dollars to foreigners thus increases, the 
dollar tends to be worth less in terms of other currencies. Under such conditions 
we say the dollar "depreciates." The same general analysis holds true for the 
currencies of other nations. (If a currency increases in worth in terms of other 
currencies, we say it "appreciates.") 

Currency values are established and exchanges are carried out in foreign 
exchange markets. These ^ markets exist at banks, at the offices offoreign exchange 
dealers, and other places wherfe one country's currency or checks can be ex- 
changed for those of another country. Sut the greatest amount of foreign exchange 
activity takes place by telephone, telex, or other rapid means of communication 
used by commercial banks, businesses, and others who deal in large amounts of 
foreign exchange. 

Foreign exchange values can change every day— most days by very little, 
some days by^enoug^h to make a difference for the people or businesses that are 
•'converting" (i.e., exchanging) one currency into anotherjn^he longer run, changes 
of major magnitude can .occur. In the early 1980s, th^{^rarth of foreign currencies, 
in general, fell a grea^rieal against the U.S. doflarvllooking at the situation the 
* other way, the dollar rose a great deal against f6{;Qign currencies. For example, 
in 1979 the worth of the Swiss franc in terms of thq dollar averaged 60 U.S. cents, 
and the worth of the West German mark averaged 55 U.S. cents. In mid-February, 
1985, the Swiss franc had fallen to about 36 U.S. cents and the West German 
r^ark to about 31 U.S. cents. In about five years or so, from the Swiss and German 
pointy of view, the franc had depreciated (declined) by 40 percerit in terms of 
dollars, and rparks had depreciated by 44 percent in terms of dolrars. From the 
— U.S point of view, the dollar had appreciated (risen) by 66 percent and 80 percent, 

/ * respectively. 

F ro^n iVfaofe^ Curnauhim Guide m Economics Teaching Strategies ior High School Economics Courses 1 985 Joint Counct! on Econonnic Education, 
2 ParK Avenuo New York. NY 10016 ^ . * 
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Handout 22^2 

FOREIGN EXCHANGE WORKSHEET , 

Name"- , — : ' Class 

1 The three functions of money are to serve as: ' 



2 The value of any currency is (ielermined by the of it and the — _ — ! — for it. 

3 When a currency decreases in value, we say it . > 

When a currency increases in value, we say it » 

4 What do we call the places or means of communications by which the value of'one country's currency is 
established in terms of other currencies, and the currencies are traded? _ ^ 



5 Assume the United States '^rodUces new products that citizens of other countries buy in large quantities. All 
otiier things being equal, what will happen to the value of the American dollar in terms of foreign currencies? 

- — i — — 

6 Assurne a large increase in the number of U.S. citizens who travel to foreign countries. All other things being 
equal, what will happen to the value of the American dollar in terms of foreign currencies? _ — 



From Master CumcaiTsm Guidtm hconomics. Teaching Strategies for High Sahdof Bconomirr Courses. 1 985 Joint Cc jncil on Economic Educaiion. 
2 Park Avenue. New York,,NY 10016 



rt^ndout 22-3 



Money Sheets (appi'oximately one per student) 




Handout 22-4 
You will need 25 American dollars 









11°°""] 


^ 1 


^^^^ J U.S.A. 
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Sample Outline of a One-Semester High School Course in Economics 

(18 weeks) ^ \ 



I AN INTRODUCTION TO 
ECONOMICS AND THE BASIC 
ECONOMIC PROBLEM (2 weeks) 

Major economic concepts 

1 Scarcity 

2 ' Opportunity^ cost and trade-offs 

3 •. Productivity 

4 Economic systems 

5 Economic institutions and incentives ♦ 

6 Interdependence 

Content 

1 The basic economic problem _ 



v\/ants, and. the need to make choices; 

b • Human resources, natural resources, and. 

capjtal^goods. 

Making choices " 

a All. personal, business, and social choices 
involve opportunity costs and trader-offs; 
b Making choice's involves rational analysis , 
and an'orderly approach, su,ch as the follov^ing 

(1) State the problem or issue 

(2) ' Determine the personal or broad 
social goals to be attained * 

(3) Consider the principal alternative 
means of achieving the goals 

(4) Select the economic concepts 
needed to understand the problem and 
use them to appraise* the merits of each. 

• alternative 

(5) ^ Decide v^hich alternative, best leads 
'J to the attainment of the most goals. ^ 

Economic systems and institutions 
a AH sScieties must answer the questions,- 
"What to produce?" "Hov^ to produce?" and * 
"For whom to. produce?" 
b Economic decisions dan be made through 
tradition, command, and market systems 
c The United States uses a mixed, market 
system , • ^ — 

• (1) Description^ , ^ 

(2) Circular fl(5)w of income 



Lesson 1 
Lesson 2 



Lessons in Teaching Strategies for High 
School Economics Courses _ 

LessoQj- — — S"C"arcity, Choices; and. Decisions 
■ Lesson 2 . Different Means of Organizing an 
Economy 

Lesson 3* The Circular F\o\n oi Economic 
Activity 

Lesson '4 Getting' More or Using Less 

» 

Other JCEE publications 

Teaching Strategies; Junior. High School Level 
Scarcity 
Pfoductiye_R^ 

loTDoesWhat? 
Arctic Survival 
An Economics Hunt 
Productivity ir*i Shoemaking 

Teaching^ Strategies: World Studies 
Lesson 1 A Primitive Economy 

The Game^of Scarcity and Allocation, 
Tradition, Market, and Command 
Economic Systems 
Using Economic Data to Compare 
Types of Economic Systems 
The Problem of Modern Command 
Economies— Meeting Consumer ' 
Needs 




Lesson 4 
Lesson 6 
Lesson S4 



Lesson 2 
Lesson 3 

Lesson 6 

Lesson 9 



Teaching -Strategies: Using Economics in Social 
Studies Methods Courses 

Lesson 1.8 We Need Each Other 

Lesson 1.9. Working Together 

Lesson 2.10^ Making More v^ith Less 

Lesson 3.12 Meeting a Demand 

The Economics of Energy 
Lesson 9 ■ Geologist's Dilemma - 

Teaching Strategies: Consumer Economics 
■Lesson 1.6 The Economics of Household " 

Production 
Lesson 2,1 Interdependence in the 

Marketplace: 
Lesson 4.3 Increasing Productivity 

Give & Take (au'diovisual series) 
Program 1 You Choose: Scarcity and Personal 
Decision Making 



173 



188 



Program 2 We Choose: Scarcity and Social 

Decision Making 
Program 6 A Key to Prpductivity: Human 

Capital 

Income-OutcomeS (computer-based series) 
Circular-flow simulation 

li MARKETS, SUPPLY, AND 
DEMAND (4 weeks) 

Major economic concepts 

'1 Markets and prices 

2 Supply and demand 

3 . Exchange 

Content 



Demand 

''"tianstup^atwaen p.riot; and quantity 

demanded 

• b Determinants of derriand 
e Change in quantity-demanded vs. change 
. in demand ^ ■ 

d Elasticity of demand 

2 Supply 

a Relationship between price and quantity 
supplied 

b Determinants of supply ' . 

c Change in quantity supplied vs. change in 

supply 

d Elasticity of supply 

3 Equilibrium . ^ 

a Why price and quantity move toward 
equilibrium 

b' Shifts in supply and demand 
'•C'- Surpluses and shortages 
. d Real-world examples of supply and 
demand *• . 

4 . The functions of markets and prices 

a Information function 
b Incentive function 
c Rationing function 

5 Exchange 

Lessons in Teaching Strategies for High 
School Economics Courses 

Lesson 5 A Market in Wheat 

Lesson 6 The Market Never Stands Still 

Lesson 7 The Equilibrium Price and Quantity 

Lessons^ Markets Allocate Resources - . 

.Lesson 9 When There Are Floors and Qeilings 

Lesson 10 Responsiveness of Quantity 

^ 'ISIemanded to Price Changes 




Other JCEE publications 

Teaching Strategies: Using Economics in Social 
Studies Methods Courses 

Lesson 2.5 . By the Bottle, by the. Bucket 

Lesson 2.6 Hov^ Much? 

Lesson 3.9 Hov^ Much Should We Buy? . 

Teaching Strategies: Consumer Economics ■ 
Lesson 2.3 Hov^' Stretchy Is Demand? 
Lesson 3.3 ' The Cost of Rent Control . 

Teaching Strategies: Basic Business and Consumer 
Education 

Lesson 12 Market Simulation — The Big Apple 

Economics/PoliticalSclenee^Series (E/PS): Analyzing 
Crimean^iJ^mf^l^on^^ 

esson 4 'Hov^ to Control Crime 

E/PS: Analyzing Health Care Policy 
Lesson 2 Supply Qf and.Demand for Medical 
Services in the United States 



The 'Economics 
Lesson' 1 . 
Lesson 2 

Lesson 3 
Lesson 4 
LeSsoriS 
Lesson. 6 
• Lesson 7 
Lesson 8 
Lesson 1 1 



of Energy 

Shortages, Shortages, Shortages 
Price Changes; -Buyer and Seller 
Behavior 

Which Energy Source? 
Standby Petroleunn Allocation Act 
Efficient Uses of Energy 
Real Price of Energy^ 
Spreading Consequences 
Geologist's Dilemma 
The Economics of Conservation 



Give & Take (audiovisual series) 
Program 9 . Market Prices: Supply and Demand 
Program 10 Changiog^ Market: Supply and> 

^ " De^mand' 
Program 11 Take Your Choice: Substitution 

lncome-Outcome$ (computer-based series) 
Supply/demand for loanable funds— simulations 
and tutorials 

III BUSINESS, LABOR, AND 

MARKET STRUCTURE (f weeks) ^ 

Major economic concepts 

1 Economic institutions and incentives 

2 Competition and market structure 

3 Income distribution • 

intent 

Role of business 

a P-yrpose of business' , ^ - 

b Forms of business ov^nership 
c Role of profit system 
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Market structure ^ 
a Competition and lapk of competition 
b Types of market structure 
■ (1) Perfect competition 
' » (2) Monopolistic competition 

(3) Oligopoly 

(4) Monopoly 

Labor and wages . 

a The labor force 

B "Wage determination 

c Development of the labor movement • 

d The government and labor 

e The place and responsibility of unions in / 

the American economy today' 



Lessons in Teachmg Strategies for High 
School Economics Courses 

' Lesson 12 When There Isn't Pure Competition 
Lesson 13 —Until the Last Unit Equals. ... 



Other JCEE publications 

Teaching Strategies: B^sic Business and Consumec 
Education 

Lesson 9 What Is an Adequate Profit? 
' Lesson 11 Some Factors, in Corporate 
Investment D^isions 

Teaching Strategies: U.S. History ' 



Lesson 7 
Lesson 8 
Lesson 9 

Lesson 10 



Labor Markets « 

Growth of the Corporation / 
Changing Structure of American ' ■ 
Industry 

Changing Role of Government in 
the Economy \ f\ 

Teaching Strategies: Junior High School 
Lesson S2 The Shoe Industry 
Lesson S5 Unions in the Shoe Industry 

Teaching Strategies: Consumer Economics 
- Lesson T3 What Are the Real Profits? 

Lesson 4.1 The Money Crunch— A Corporate 
"Crisis" ^ 

The Economics of Energy' 
Lesson 10 Organization of Petroleum Exporting 
Studegts and Teachers (OPEST) 

Give & Take (audiovisual series) 
Program 5 Where' Do Jobs Come From? 

Derived Demand . ♦ 
Program 12 Why Competition? Market ' 

Structure 



IV THE ROLE OF GOVERNMENT 

(2 weeks) 

Economic concepts 

1 Market failures 

2 . The role of government 

Content 

1 The scope and purpose of government 
a / Correcting market failures 

b .Establishing rules 
"c Characteristics af public goods 

2 • Taxation and criteria of a good tax 

3 Federal, state, and local government spending 
A Government regulations 



Lessons /n Teaching Strategies for High 
School Economics Courses 



Lesson 1 
Lesson 1 1 



Scarcity. Choices, and Decisions 
Third-Party Costs and Benefits 



Other ICEE publications 

TAX WHYS—Understanding Taxes (audiovisual 

series) ' . 

Program 1 Taxes Raise Revenue 
Program 2 ■ ' Taxes lnfluenc^|.Behavior 
Program 3 Jaxes Involve Conflicting Goals 
Program 4 / Taxes Affect Different Incom^ 
/*'\Groups 

Program 5 Taxes. . .Cao They Bfe Shifted^ 
' ■ , Program 6 Taxes: . .What Is Fair? 

' Give & fa/ceXaudiovisual -series) 

Program 7 Pcivate or Public? Public Goods 
and Services 

y Pcogram 8 * Changing Taxes: Public Goods and 
* ' Services 

lncome-Outcome$ (computer-based series) 
^ Role of government in economic growth 
(simulation) 

Teaching Strategies: Consumer Economics 
Lesson 1 .2 Let's Go for ja Swim 
Lesson 3.1 ^ Where Do You Stand? 
Lesson 3.2 ^Private.or Public? 
Lesson 3.4 Consumer Protection: Public 

Benefit vs. Economic Efficiency?' 

Teaching Strategies: U,S. Histofy » . . 
Lesson 1Q- Changing Role of Government in 
the. Economy 
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Teaching strategies:. Using Economics in Social 

Studies Methods Courses 
Lesson 3.10 Who Gets What? 
Lesson 3.14 Pleasantville 
Lesson 4.3 Environmental Choices 

Economics/ Political Science (E/PS): Analyzing Tax 
Policy 
All Lessons 

E/PS: Analyzing Government Regulation 
All Lessons 

Teaching Strategies: Basic Business and Consumer 
Education 

'Lesson- 1 3 An Evaluation of Income Tax 
Provisions 

Lesson 14 Government Regulation; Effects on 
Business Decisions 



Lesson 15 



rhe Cost of Consumer Protection 



V MACROECONOMICS 

(5 weeks) 

Major economic: concepts 

1 ! Gross National Product 

2 i Unemploymen! 

3 f inflation and deflation 

4 ; Aggregate supply 

5 ' Aggregate demand 

6 \ Monetary poiicy 

7 ; Fiscal policy ' - 

8 I Money 

Cdntent 

1 i Measunng economic performance 
! a Gross National Product (GNP) ■ 
i b Natjonaf itticome iNl) 
I Consumer Puce Index (CR| 
d Unemptoyrnent rate 

■ e Constructing and rila-rpreting mea$ii:emem . 
concepts such as graphs, charts, tables, tmex 
"numbers. amoun!s ^ates. rmoB. ma' vs. 
nornmal 

Business cycles, ^of falcon, am memD&ym^m 
a The role of aggregate derr^and ara supply 
b Descfipsfon of a bus^^ess cvc^e 
c Causes of ^nffat^or^ ^ • ■ 

d 'Causes of mem^m^rmrn arm aet^ti^m ' 

Money and banmb 
a Functons 0^ money 
b Functions of Ihe bank>;ng m&m'^ 
0 • Functions of the FetSerai Reserve Systen:: 



4 Means of. managing the^ economy 
a Monetary policy 

(1) Goals of monetary policy 

(2) Tools of monetary policy 
. b Fiscal policy ' 

(1) Automatic stabilizers 

(2) Discretionary stabilizers 

(3) Government deficits and the 
* nationaKdebt 

5 - Alternative approaches to managing the / 
economy / 

a Demand management / 
; b Supply management / . 

0 Monetarism / 
. d Rational expectatior>s / 

/ 

£essorts in Teaching Strategies for High / 
School Economics Courses 

'. Lesson 14 Economic Ups and Downs 

Lesson 15 Economic Goals • 

Lesson 16 The Tnai of Ms Ann Flatten 

Lesson 1 7 Money Growth and inflation ; 

Lessoo 18 How the Federal Reserve Conlrols 

me Money Supply ■ 

Lesson 19 Analyzing Fiscal Policy 

Lesson 20 Why Ecdr>omiste Disagree 

Other iCEE pubtkatiom 

Ecoriomics^Pofnicai Saenae Serm i£-PS} A^mlfmg 
MMion and Us Contra! 
Lesson 1 ' !nflai<on. Qmz 
Lesson 2 Pnce ^ndexes--0ur of MBm._., On% 
Lessons. .SNhm Is i^mor^^- ' ' ■ 
" Lesson 4' The m^*hM^4'^ Game •■ . 
Lesso^i 5 Tne EconGm?^ ■ Effect^ of w^smm . ' 
Lesson 6 Sottm dms mmm 
o 

^Teaahmg SUaieg^ies Comumer BmnQmcs 
Lesson 2 4 , TH^iCommet 9^^^ injm 
P^m Change • 
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Lesson 2,9 Who Is to Sfama'^ 
Lessofi'3..-l'r-'. -v'Ufe aurmg-th^- Great depression 

:'Ussort 4^&;--- ■; £€cm0mic;<3dafe-: / ; - ■ 
fism, and ^mooeaar^ -^c^frnmi^ i^mMmmn . 



■ "■ . ■■ ■.■ ' ' , . 

■3^ li^it A^;^'^^glrsr^r?^;1^^■y 




kw High 



ih^m ^^^^n. &\imi . ' * 



•iiTcdhrAVAium 



MASTER CURRICULUM GUIDE I 

A FRAMEWORK FOR TEACHING 
• THE BASIC CONCEPTS 

TEACH! NG .STRATEGl ES : 

Primary Level (Grades 1-3) 
Intermediate Level (Grades 4-6) 
junior High School Level (Grades 7-9) 

Basic Business and Consumer Education- 
• . ^Secondary) ; 

Consumer Economics (Secondary) * ■ 

• . ' /High School Economics Courses ; ;V; 

• United States History (Secondary) 

. World Studies (Secondary) - 

, \Using Economics in Social Studies - * 
- Methods Courses (College Level) :^ 
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Iblnt Council on Economic Education 
2 Park Avenue 

New York, NY 10016 ■ 
21-2-685-5499 




